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INTRODUCTION 


THis is the first volume of a series, which the Council 
on Foreign Relations proposes to publish annually, 
giving an account of American foreign relations dur- 
ing the preceding year. The plan has grown from a 
realization of how difficult, yet how necessary, it is to 
keep an ordered memory of that’ recent past which 
poses the problems of the immediate present. It is the 
hope of the Council that an annual history, prepared 
almost contemporaneously with events and published 
while their influence is still active, may in some meas- 
ure help to orient the public judgment. 

The plan has not been conceived as a substitute for 
those maturer histories which are essential to any true 
understanding of the present. It is intended rather as a 
bridge between the past as recorded and interpreted by 
historians and the present as recorded and interpreted 
in newspapers, official documents, and other immedi- 
ately available accounts. There is a point when events 
have not yet receded into the background of the distant 
past but have nevertheless receded somewhat out of the 
foreground of the daily present, where it is desirable, 
if it is possible to do so, to set them in some perspective. 
The Council has published four volumes under the 
editorship of Mr. Charles P. Howland which survey 
comprehensively the main fields of interest in Ameri- 


{ vii } 











can foreign affairs. It has published also a number of 
volumes devoted to the specialized study of particular 
problems. It is now attempting a continuing history of 
events written from a vantage point somewhere be- 
tween that of the historians who work at their leisure 
and of daily journalists who work under the pressure 
of immediacy. 

An account of this sort must begin and must end in 
the middle of things. No matter what the dates selected 
as boundaries of the narrative, it would be sheer coinci- 
dence if the whole course of any series of events were 
contained within them. Indeed, a course of events 
which had its whole beginning and its whole conclu- 
sion within any period of twelve months would be of 
little historical significance. It would be merely an in- 
teresting episode. It is precisely the events which exer- 
cise a continuing effect that the contemporary historian 
must be most concerned with. For in events of which 
men cannot yet see the end it is most necessary for 
them to remember the beginnings, so that they may as 
promptly and as explicitly as possible form a working 
conception of the process in which they are involved. 

Obviously, then, a contemporary history cannot pre- 
tend to be definitive. Not only must it be written with- 
out access to all the records: it must be written before 
the whole plot is resolved and all the actors are dead. 
In an exact sense all modern history may be said to 
lack definitiveness, for the consequences of the Refor- 
mation, the French Revolution, or the rise of capital- 
ism, are still among the urgent circumstances of men’s 
affairs. Any history of them, therefore, no matter how 
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cool and considered, is a contemporary influence 
toward shaping men’s minds and hence their actions 
amidst these circumstances. An annual history of the 
preceding twelve months is, of course, many degrees 
less definitive than would be a history of those same 
events written two generations later. But if its limita- 
tions are clearly understood, its utility might be con- 
siderable. 

Such a history is essentially an attempt to under- 
stand better the immediate present by setting it at 
once, with complete acknowledgment that the presenta- 
tion is tentative, in some sort of historical order. This 
effort, however mistaken the particular conclusions 
may appear to the future historian, or even to con- 
temporary opinion, is an essential part of all rational 
action. If men are not to be the mere victims of casual 
incidents and of their own whims, they must attempt 
to put what they are doing in some kind of ordered and 
conscious sequence. Only then can experience be 
brought to bear upon their decisions. Without some 
effort at contemporary historical illumination, the ac- 
tions of men tend to become a kind of stumbling 
somnambulism determined by habit, prejudice, and the 
impact of brute accident. 

The selection of the dates which are to bound these 
annual surveys is a matter of convenience rather than 
of importance. Thus, if these surveys dealt primarily 
with the finances of the federal government, they 
would obviously have to coincide with the govern- 
ment’s fiscal year, which runs from July 1 to June 30. 
If they were an annual survey of education, they might 
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cover the school year from one graduation to the next. 
If they dealt with international affairs in general, they 
might appropriately run from the adjournment of one 
Assembly of the League in September to the adjourn- 
ment of the next Assembly the following September. 

They deal, however, not with foreign relations in 
general, but with American foreign relations. The 
authors have deemed it reasonable and convenient to 
treat the assembling of Congress on the first Monday 
in December as the beginning of the American political 
year. It is then that the President is obliged by the Con- 
stitution to produce a message on the state of the 
Union. It is then that all the departments of govern- 
ment, except the State Department, issue their annual 
reports. It is then that the new budget and the revised 
estimates are published. It is then that new legislation 
is normally proposed. It has seemed appropriate, there- 
fore, to let these accounts coincide with this periodical 
division in American national affairs. 

This first volume covers the period from the begin- 
ning of the Third Session of the Seventy-first Congress 
on December 1, 1930, to the beginning of the First 
Session of the Seventy-second Congress on December 


7, 1931. 
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CHAPTER ONE 


THE ECONOMIC DEPRESSION: 
THE EVOLUTION OF AMERICAN OPINION 
PRIOR TO DECEMBER, 1930 


Tuis history begins at a time when the second stage of 
the great post-war deflation was in progress. Thirteen 
months had elapsed since the precipitous decline in 
security prices, nearly seventeen months since industrial 
activity had begun to diminish. The depressed condi- 
tion of the grain and cotton farmers had become criti- 
cally worse. The country as a whole had passed through 
a year of disappointment and disillusionment, and the 
hope held out by the President twelve months earlier 
that “we have reéstablished confidence’* had been 
blasted. 

It is, of course, no part of our immediate task to at- 
tempt a history or a diagnosis of the depression with a 
view to judging what were its real and what only its 
apparent causes. The story of the depression bears 
upon the story of American foreign relations only in 
so far as it influenced them in some discernible way. 
Broadly speaking, it may be said, then, that during its 
first year, 1929-30, the depression had no effect on any 
major American policy in the field of foreign affairs. 
Nevertheless, when our history begins in December, 





* Message to Congress, Dec. 3, 1929. 
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1930, the year of depression had quite clearly had a 
profound effect on official and general opinion. 

This change of opinion provided the major premise 
for that change of policy toward the affairs of Europe 
which developed later with President Hoover’s pro- 
posal for a moratorium of intergovernmental debts. For 
it was during the year 1930, the year preceding the 
events narrated in this book, that official opinion was 
gradually persuaded to take the view that the depres- 
sion was supra-national in character and that the pros- 
pects of recovery in America were dependent upon 
world-wide circumstances. 


I. PRIOR TO SEPTEMBER, 1930 


The change of opinion during 1930 needs, therefore, 
to be understood if the change of policy during 1931 is 
to be understood. The change may be measured by 
comparing the President’s message delivered in 1929, 
a few weeks after the panic in Wall Street, with his 
message in 1930, a year later. His theory at the outset 
was that “uncontrolled speculation in securities” had 
diverted capital from business, that this speculation 
had ended in a “stock crash,” but that with the defla- 
tion of brokers’ loans, capital was “now returning to 
the normal channels of business.” In the past, he said, 
“crashes under a much less secured financial system” 
had “created unwarranted pessimism and fear,” fol- 
lowed by “retrenchment of construction, reduction of 
wages, and laying off of workers.” In order to avoid 
the mistakes of the past, he had therefore “instituted 
systematic, voluntary measures of codperation . . . to 
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make certain that the fundamental business of the 
country shall continue as usual, that wages and there- 
fore consuming power shall not be reduced, that a 
special effort shall be made to expand construction 
work in order to assist in equalizing other deficits in 
employment.” 

That the President then regarded the depression as 
a temporary and isolated phenomenon to be remedied 
by acting upon the belief that it was temporary and 
isolated, can be demonstrated by a number of objective 
tests. There is, for example, no reference whatever, in 
his statement during this period, to the economic con- 
ditions of the outer world except that “foreign trade 
has expanded to a magnitude which exerts a steadying 
influence upon activity in industry and employment.” 
Thus in this first message of the depression period the 
President locked upon American economic relations 
with the outer world as a steadying rather than a de- 
pressing influence. A year later, in the message of 
December, 1930, he was led by the trend of events to 
reverse the theory. Instead of pointing to foreign trade 
as a steadying influence upon the effects of a crisis re- 
sulting from stock speculation in the United States, he 
then declared that ‘had overspeculation in securities 
been the only force operating, we should have seen re- 
covery many months ago,” for “in the larger view the 
major forces of the depression now lie outside of the 
United States.” 

It may be said that the assumptions expressed by the 
President in December, 1929, reflected the prevailing 
American opinion and guided the conduct of public 
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and private business until about September, 1930. By 
that time cumulative disappointment had effected a 
gradual and reluctant modification. All through the 
winter and into the late summer of 1930, opinion both 
private and official held to the view that a recovery to 
the levels of the boom years was natural, inevitable, 
and imminent. The Treasury experts, for example, as 
required by law, made an estimate in December, 19209, 
of the probable receipts of the federal government 
from July 1, 1930, to June 30, 1931. Their estimate de- 
pended naturally upon what they thought incomes, 
profits, capital gains, and foreign trade would amount 
to from seven to nineteen months later. 

They overestimated the receipts by over 900 million 
dollars. “The Treasury had,” as Mr. Ogden L. Mills, 
Under Secretary of the Treasury, put it,’ “underesti- 
mated the severity of the depression and the effects 
which the fall in prices of commodities and of securi- 
ties and the reduction in volume of business operations 
would have on taxable incomes.”* The experience of 
the year caused the Treasury in December, 1930, to re- 
vise its estimate of receipts downward by some 400 
million dollars, but even this estimate was 500 million 
dollars too high. 

The difficulties of the Treasury in forecasting the 





* Cf. Commercial and Financial Chronicle, CXXXIII, 50, July 4, 1931. 

* The deficit in the budget of the United States at the close of the fiscal 
year on June 30, 1931, amounted to 21.3 per cent of total expenditures. 
The deficit of Great Britain as of March 31, 1931, amounted to 2.6 per cent 
of total expenditures; of France as of March 31, 1931 (not final), about 4 
or 5 per cent; of Germany as of March 31, 1931, about 11 per cent; of 
Belgium for the calendar year 1930, about 9 per cent. The Netherlands, 
Switzerland, and Denmark had surpluses. 
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depth and duration of the depression were shared by 
other executive departments, by a large part of the in- 
vesting public, by many economists, and by articulate 
public opinion as expressed in the newspapers. The 
New York World, for example, said on October 30, 


1929:* 


No doubt if fear and panic were permitted to get going 
the effects might be felt on the wages and profits of business. 
But there is no reason why they should be allowed to spread, 
for it is as true today as it was on September 1 that America 
has reserves of wealth and economic power the like of which 
mankind has never seen. These reserves and this power are 
untouched, and if men will only keep their heads on their 
shoulders and their shirts on their backs, the real business 
of America will go forward without serious hesitation. 


Again, on November 5, the World said: 


Although the recent collapse in the stock market was the 
greatest in all history there is no reason to believe that it will 
bring a major industrial depression in its wake. Many 
months ago the stock market entirely lost its function as a 
business barometer. Its recent collapse may curtail purchas- 
ing power to some extent and also shake the confidence of 
some business men in the future of trade and industry, but 
the adverse effects, from present indications, should have 
only minor consequences. This is not another 1920. 


The New York Times, on October 30, declared that 
“visible signs at the crucial moment do not indicate 
such spread of spectacular reaction from the Stock Ex- 
change into trade and industry as almost invariably 





* These editorials were written by the authors of this book. In recording 
the opinions of others in the following pages, the authors do so not with 
condescension, but in humility, and as a necessary part of the historical 
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followed old-time panics,” and it expressed the opinion 
that “if present indications are fulfilled, sound and 
conservative industry will not be shaken as it used to 
be on such occasions.” 

These editorials merely reflected the sentiment then 
current among industrialists, financiers, and economists. 
Mr. Charles M. Schwab, Chairman of the Board of 
the Bethlehem Steel Corporation, declared that “this 
great speculative era in Wall Street, in which stocks 
have crashed, means nothing in the welfare of busi- 
ness,” and that “the stock market cannot stop or stem 
the prosperity that extends throughout this great coun- 
try of ours.”” The late Mr. Julius Rosenwald, Chairman 
of the Board of Sears, Roebuck and Company, was of 
the opinion that “comparatively few people are reached 
by this crash, and the necessities of life will not be af- 
fected.”® Mr. John J. Raskob, former Chairman of the 
Board of the General Motors Corporation, stated in an 
interview in the New York Times that he did not be- 
lieve the effects of the stock-market collapse would be 
other than temporary, lasting probably two or three 
months.’ In the view of Mr. Arthur Reynolds, Chair- 
man of the Continental Illinois Bank and Trust Com- 
pany of Chicago, “Everything points to a safer, sounder 
situation all around. . . . While there are bound to be 
business reactions in some directions from a break of 
such proportions in stocks, in my opinion the outlook 
for business prosperity has on the whole not been seri- 





®° New York Times, Dec. 11, 1929. 
® Ibid., Nov. 9, 1929. 
* Ibid., Oct. 30, 1929. 
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ously affected.”’* And Professor Edwin R. A. Seligman, 
of Columbia University, expressed what appeared to 
be the prevailing view among economists when he de- 
clared that he could see no reason for any serious de- 
pression, as the investment panic which had occurred 
in Wall Street was quite different from a financial or 
an industrial panic.° 

These expressions could be multiplied at consider- 
able length, but the examples given are sufficient to 
illustrate the general opinion during the initial stages 
of the business recession. Even when the predicted up- 
turn early in 1930 failed to materialize, there was no 
immediate abatement of optimism. For example, Mr. 
Julius H. Barnes, on February 18, 1930, declared that 
“the danger of a long depression appears fairly over, 
with every evidence of early renewal of the normal on- 
ward march of living standards and business pros- 
pects.”*° On April 24, 1930, he described the business 
recession as only a “temporary interlude” and saw evi- 
dence of a “‘trend of recovery.” 

It is difficult to say how much of the official and un- 
official optimism displayed during the first half of 1930 
was considered prophecy and how much of it arose 
from a will to believe. There was a very general as- 
sumption that the mood of depression should be 
avoided in order to prevent the depression from be- 
coming more acute, that conditions were “funda- 
mentally sound” in the sense that they would soon 





8 Commercial and Financial Chronicle, CX XIX, 2951, Nov. 9, 1929. 
® New York Times, Nov. 26, 1929. 

10 Tbid., Feb. 19, 1930. 

4 [bid., Apt. 25, 1930. 
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return to the 1928-29 levels of prosperity, and that a 
failure to believe in such soundness was the chief peril 
confronting the American economy. There was a gen- 
eral benevolent conspiracy to adhere to the status quo 
ante rather than to adjust personal, corporate, and 
official conduct to the status guo. 

In this effort to preserve the mood of the former 
prosperity and its price levels, Mr. Hoover and certain 
of his executives played a considerable part during the 
first half of 1930. Thus, on January 21 the President 
announced that employment had turned upward. On 
January 28 he expressed his pleasure at the upturn. On 
March 7 he declared that thirty-six states were now 
normal. On May 1 he said that the worst of the depres- 
sion was over.” The Secretary of Commerce, Mr. 
Robert P. Lamont, returned to the same theme through- 
out the year. On November 4, 1929, he said that the 
“indices” pointed to continued prosperity. On Decem- 
ber 28 he said trade was “crash-proof.” On January 13, 
1930, he declared the outlook for business good. On 
February 10 he said business was nearly normal. On 
March 3 he predicted that business would be normal in 
two months. On March 17 he declared that trade was 
improving. On May 19 he said that recovery was near 
at hand. On September 22 he declared that the decline 
had ceased. On December 6 he said there were signs of 
recovery, the “worst of the storm” having passed. On 
December 31 he forecast an upturn in business.” 





* New York Times, Jan. 22, 29, Mar. 8, May 2, 1930. 
* Ibid., Nov. 5, Dec. 29, 1929; Jan. 14, Feb. 11, Mar. 4, 18, May 20, 
Sept. 23, Dec. 7, 1930; Jan. 1, 1931. 
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Even more persistently reassuring was the series of 
statements by Dr. Julius Klein, Assistant Secretary of 
Commerce. On October 30, 1929, after the crash in 
Wall Street, he said that the buying power of this 
country was little'impaired by the break in stock prices. 
On January ro, 1930, he predicted a turn for the better 
in March or April. On May 29 he predicted a trade 
revival in the autumn. On September 26 he said normal 
conditions might return by the end of October. On 
December 30 he predicted that a steady return to nor- 
mal would begin in a few months. 

The persistence of the will to believe in a prompt 
recovery was reflected during 1930 by three rallies in 
the prices of common stocks. The first of these cul- 
minated on April 12 when the Dow-Jones industrial 
average stood at 293 as against 199 on November 13, 
1929. This was followed by a recession down to 215 on 
June 21. Hopes for a revival in the autumn caused a 
rally to 240 on July 26, followed by a decline to 222 on 
August 9. Then came one final rally to 243 on Septem- 


ber 6, followed by a steady decline to 185 on Octo- 
ber 18. 


2. THE TURNING POINT OF OPINION 


The month of September, 1930, marks a turning 
point in American official opinion. After the third 
abortive effort of bullish speculators to anticipate the 
prompt recovery which Washington was promising 
and everyone hoping for, the available evidence of the 





™ New York Times, Oct. 30, 1929; Jan. 11, May 29, Sept. 27, Dec. 31, 
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depth, extent, and duration of the crisis was taken into 
account. Shortly thereafter, in his address of October 2 
to the American Bankers Association,” the President 
took a radically new view of the situation and declared 
that “this depression is world-wide. Its causes and ef- 
fects lie only partly in the United States.” 

In place of the theory, advanced in December, 1929, 
that the cause of the depression was the collapse of 
security prices and that the danger lay in “unwarranted 
pessimism and fear” resulting in retrenchment of busi- 
ness activity, he now found that “‘a perhaps even larger 
immediate cause of our depression has been the col- 
lapse of prices following overproduction of important 
raw materials, mostly in foreign countries.” He named 
particularly rubber, copper, wheat, and sugar, and to 
a lesser extent cotton, silver, copper, and zinc.’* “These 
major over-expansions,” he said, “have taken place 
largely outside the United States.” The collapse of 
these commodity prices had reduced the buying power 
of many countries and had caused “some political un- 
rest.'" These economic disturbances have echoed in 
slowed-down demand for manufactured goods from 
Europe and ourselves, with inevitable contribution to 
unemployment.” 

When the President spoke these words at the begin- 
ning of October, 1930, the evidence of “slowed-down 
demand for manufactured goods” was unmistakable. 
The merchandise exports for the first nine months of 





* Fifty-sixth Annual Convention of the American Bankers Association, 
Cleveland, Ohio, 1930. 

© For the extent of deflation in such commodities, cf. Chapter VI. 

“Cf. Chapter V. 
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1930 had a value of 2,954 million dollars as against 
3,844 million dollars in 1929, a decline of 23 per cent 
for the whole period. But the month-by-month decline 
in the value of merchandise exported during the year 
1930, compared with the same months in 1929, showed 
a striking deterioration in the export trade. The decline 
in January was 15.7 per cent. For February, March, 
and April, the decline ranged from 21 to 24.5 per cent. 
There was an improvement, in May, with a decrease of 
only 16.8 per cent. In June the decline went to 24.9 per 
cent. By July it was 33.7 per cent. There was an im- 
provement in August, the decrease amounting to 21.7 
per cent. In September the decline was resumed to 28.6 
per cent, and in the following three months it was to 
be: for October, 38 per cent; for November, 34.6 per 
cent; for December, 35.6 per cent. In January, 1931, it 
reached 48.7 per cent; in February, 49.3 per cent; in 
March, 51.8 per cent; in April, 49.4 per cent.”* 

The deterioration of the domestic American eco- 
nomic situation during the ten months which preceded 
the President’s address had been severe. The Federal 
Reserve Board’s adjusted index for manufactures 
(1923-25 average = 100) had fallen from 103 to 90; 
its index of mineral production from 112 to 94, of fac- 
tory payrolls from 94 to 83, and of freight-car loadings 
from 100 to 87. The index of commodity prices of the 
Bureau of Labor Statistics (1926100) had fallen 
from 93 to 84. Although the calendar year was not com- 
pleted, it was already evident that net profits of indus- 
trial and mercantile companies and of railroads were 





See Appendix VIII (@). 
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sinking rapidly. When the accounting was taken for 
the year 1930, the net profits of mercantile and indus- 
trial companies were found to be 42 per cent smaller 
than in 1929, 32 per cent smalier than in 1928, and 16 
per cent smaller than in 1927. The net operating in- 
come of Class I railroads was 31 per cent smaller than 
in 1929, and the smallest since 1922.” 

It was in such a setting as this that the President in 
the early autumn of 1930 pronounced the new thesis 
that the causes and effects of the depression lay “only 
partly in the United States.” Three months later, in his 
message of December 2, 1930, he reiterated it, avowing 
that “in the larger view the major forces of the depres- 
sion now lie outside of the United States.” 


3. THE DOCTRINE OF “SELF-CONTAINMENT”’ 


But at this stage in the evolution of his thought he 
did not imply that action of an international character 
was needed to deal with this international situation. A 
close examination of his statements seems to show that 
while he considered the major cause of the depression 
to be overproduction of basic commodities followed by 
“the cumulative effect of demoralizing price falls,” 
which diminished buying power abroad, he also be- 
lieved that “‘our recuperation has been retarded by the 
unwarranted degree of fear and apprehension created 
by these outside forces.” 

The President thus seemed to distinguish between 
the purely economic consequences of overproduction 





* Monthly Review of Credit and Business Conditions, Federal Reserve 
Bank of New York, Apr. 1, 1931. 
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power abroad and declining demand, arrest of produc- 
tion and unemployment at home, and “‘the unwarranted 
degree of fear and apprehension” felt in the United 
States in the presence of this chain of economic events. 
The conclusion reached from his analysis was that the 
real cause of the American failure to recuperate was 
not, after all, the world-wide economic situation but 
the domestic psychological situation. “Because the de- 
pression is world-wide,” he said at Cleveland in Octo- 
ber, ‘‘and because its causes were world-wide, does not 
require that we should wait upon the recovery of the 
rest of the world. We can make a very large degree of 
recovery independently of what may happen elsewhere. 
I should like to remind you that we did precisely that 
thing in 1922. . . . We led the world in recovery. It 
was our independent recuperation from the depression, 
and the economic strength we so liberally and largely 
furnished to other countries, that was the very basis 
for reconstruction of a war-demoralized world.” 
The reason why “we are able in considerable degree 
to free ourselves of world influences and make a large 
measure of independent recovery” is that “we are so 
remarkably self-contained. Because of this, while our 
economic system is subject to the shock of world in- 
fluences, we should be able, in large measure, to read- 
just ourselves.” And he went on to say that “we shall 
need to depend upon our own strong arm for recovery, 
as other nations are in greater difficulty than we. We 





*® The President adverted to this same theme eight months later in his 
speech to the Republican editors at Indianapolis, June 15, 1931. 
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shall need again to undertake to assist and codperate 
with them.” 


It was with this view of the situation that the Presi- 
dent met the Congress which convened in December, 
1930. 
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CHAPTER TWO 


THE DOCTRINE OF SELF-CONTAINMENT: 
THE SEVENTY-FIRST CONGRESS 


THE Congress which convened on December 1, 1930, 
consisted of a House of Representatives elected in 
November, 1928, and of a Senate elected in 1924, 1926, 
and 1928." 

Thus the sessions of this Congress embraced the 
period’ from the height of the boom to a very deep 
point in the depression. This Congress was sitting 
when, between June and September, 1929, stock prices, 
industrial production, industrial profits, and wages 
reached their highs for all time. It was sitting when 
the business recession began after June, 1929. It was 
sitting when security prices collapsed in October, 1929. 
It was sitting during a considerable part of the year 
1930, when economic conditions were deteriorating 
severely. 

It is no part of this history to describe in detail all 





*A new Congress of a different political complexion had been elected 
a month before the old Congress met, but the new Congress did not go into 
action during the political year 1931. The shadow of the new Congress lay 
upon the old, however, for the loss of the Republican majority in the House 
was acknowledged to be an indication of popular discontent. 

* The first was a special session called by the President to deal with farm 
relief and a limited revision of the tariff. It sat from April 15, 1929, to 
November 22, 1929. The second session lasted from December 2, 1929, 
to July 3, 1930. A special session of the Senate to consider the London 
Naval Treaty sat from July 7 to July 21, 1930. The third session sat from 
December 1, 1930, to March 4, 1931. 
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the measures considered by the Seventy-first Congress 
or to follow the course of debate and maneuver in all 
its intricacy. Yet it is necessary to understand the un- 
derlying assumptions of legislative policy during the 
era of the world depression if the spectacular evolution 
of American foreign policy during the summer of 1931 
is to be seen in its true perspective. 


I. THE ECONOMIC PHILOSOPHY OF THE SEVENTY-FIRST 
CONGRESS 


It is necessary to remember, then, that the Seventy- 
first Congress was elected in November, 1928, at a time 
when industrial prosperity was great and was believed 
to be secure. There were, however, some bad spots even 
then, and these the framers of the Republican plat- 
form® had in mind when they spoke of “certain indus- 
tries which cannot now successfully compete with 
foreign producers because of lower foreign wages and 
a lower cost of living abroad.” There existed, too, the 
long-continued post-war depression in American agri- 
culture. Thus, at a time when the continuation of pros- 
perity was regarded as certain, it was recognized that 
some classes of American producers were already in 
trouble. Indeed, so serious was the trouble among the 
grain farmers of the Middle West, and so great was 
their political discontent, that Mr. Hoover, shortly 
after his election, deemed it necessary to pledge him- 
self* to call the new Congress into special session in 





* Adopted June 13, 1928. 


“This was done at the suggestion of Senator William E. Borah. Cf. New 
York Times, Dec. 31, 1928; Jan. 9, 1929. 
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order to provide some form of relief for the farmers. 
Thus the Seventy-first Congress, when it assembled on 
April 15, 1929, had from the outset to deal with the 
phenomenon of depressed prices. 

The general level of wholesale prices had declined 
30 per cent within the decade. For farm products and 
raw materials the recession amounted, respectively, to 
33 and 34 per cent, while for finished goods it was 26 
per cent. In the case of individual commodities the de- 
cline was even more drastic. Thus, it was approximately 
54 per cent for wheat, 38 per cent for cotton, 51 per 
cent for petroleum, and 35 per cent for pig iron and 
bituminous coal. Even during the boom period before 
1929, prosperity had its limitations, and its uneven dis- 
tribution was a matter of national concern. 

In seeking for remedies, certain theories were con- 
sidered axiomatic by the President, by the majority in 
Congress, and by dominant public opinion. They were 
that the existing levels of industrial profits, the exist- 
ing volume of industrial employment, and the existing 
rate of industrial wages were normal and secure, and 
that, therefore, any economic activity, such as grain 
farming or the manufacture of textiles, which could not 
be operated on this plateau of prosperity, needed some- 
how to be raised to it. It was, therefore, generally ac- 
cepted as axiomatic that relief for the farmers and for 
deteriorating manufacturing industries must mean the 
elevation of the prices of their products. From this 
axiom the conclusion was deduced that the funda- 
mental remedy lay in erecting a tariff which would, in 
the words of the Republican platform, give to the 
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American farmer “the home market” to “the full ex- 
tent of his ability to supply it.” The same principle of 
the home market for the American producer applied to 
the manufacturer. 

This was the economic philosophy of the Seventy- 
first Congress. Some months before the world-wide de- 
pression began, it was formulated and applied to the 
relatively local evidences of depression which punctu- 
ated the general sense of what at the time of his in- 
auguration Mr. Hoover referred to as “our abounding 
prosperity.” It was in order to raise agricultural prices 
and the prices obtainable by certain depressed indus- 
tries to the general price level of the period, that the 
Congress, called into special session on April 15, 1929, 
set out, by a revision of the tariff, to establish a virtual 
monopoly of the home market. 

The special session lasted from April 15 to Novem- 
ber 22, 1929. During this time Congress passed, and 
the President, on June 15, approved, the Agricultural 
Marketing Act; on May 29 the House passed the 
Hawley Bill for revision of the tariff, but the Senate, 
which was determined to rewrite the bill, did not con- 
clude its labors in the special session. Indeed, more 
than a year elapsed before the Hawley-Smoot Bill was 
signed by the President (June 17, 1930). 

Although the Congressional majorities adhered to 
the fundamental principle that the home market, pro- 
tected against competition from the outer world, was 
the foundation of prosperity, it was clearly understood 
that in the case of producers who had a surplus to sell 





* Inaugural Address, Mar. 4, 1929. 
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above domestic requirements, no mere legislative 
monopoly of the home market would suffice to raise 
prices. The representatives of the agrarian states were, 
therefore, resolved to find some way in which the fed- 
eral government could be used to manipulate agricul- 
tural prices so as to prevent the surplus available for 
export from depressing domestic prices to the level of 
world prices. 

The President at first declared himself unequivocally 
opposed to the use of public monies or public authority 
to manipulate prices. In his message to Congress on 
April 16, 1929, he said: “Certain vital principles must 
be adhered to in order that we may not undermine the 
freedom of our farmers and of our people as a whole 
by bureaucratic and governmental domination and in- 
terference.” He also insisted that “no governmental 
agency should engage in the buying and selling and 
price-fixing of products,” and that “government funds 
should not be loaned or facilities duplicated where 
other services of credit and facilities are available at 
reasonable rates.” But Congress enacted and he ap- 
proved the creation of a Farm Board whose chief func- 
tion was the promotion of orderly marketing through 
the development of codperative organizations among 
the different groups of farmers, but which was also 
empowered to buy and sell farm products in the open 
market with funds supplied by the government. 

The special session of the Seventy-first Congress was 
still in being when, during October and November, 
prices collapsed in all the security markets. Coinci- 
dentally there was a fall in the price of wheat and cot- 
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ton, and on December 22, 1929, four months after it 
had been established, the Farm Board announced that 
in its opinion the current prices of wheat and cotton 
were too low, and that it would use the funds at its 
disposal in making loans to the cotton codperatives at 
the average rate of 16 cents a pound on their holdings 
and to the wheat codperatives at the rate of $1.18 a 
bushel in Chicago and of $1.25 in Minneapolis. 

Thus at the beginning of the depression the Farm 
Board acted on the assumption that the prices of wheat 
and cotton would and should rise. When, on the con- 
trary, they continued to fall, the codperatives found 
themselves unable to sell their holdings at prices high 
enough to repay the loans made by the Farm Board. To 
relieve the codperatives of this embarrassment from 
their poorly secured loans, the Farm Board then created 
Stabilization Corporations, through which, with public 
money, it purchased, at fixed prices above the current 
market, the wheat and cotton held by the codperatives. 
As the price of wheat continued to decline, the Farm 
Board, in February, 1930, went a step farther and en- 
tered the open market as a buyer, hoping by this 
method to stabilize and improve prices. By the middle 
of 1931 it had become the owner of approximately 
250,000,000 bushels of wheat and of 1,300,000 bales of 
cotton. Prices were still falling when, at the end of 
May, 1931, it discontinued its purchases. It had then 
incurred a paper loss conservatively estimated at 150 
million dollars. 

In the minds of the officials responsible for this 
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gigantic experiment in government price-fixing, the 
ultimate success of the plan depended upon the will- 
ingness of American farmers to reduce the exportable 
surplus by reducing the acreage planted. So along with 
its efforts to stabilize the prices at various points in 
their precipitous decline, the Farm Board urged the 
wheat and cotton farmers to refrain from producing so 
much. Thus the government found itself in the position 
of trying to protect the farmers from the consequences 
of overproduction by buying their surplus and of 
pleading with them not to produce the surplus. The 
acreage planted in wheat in 1930 was 4 per cent above 
the average for 1921-25, and indicated that the farmers 
were little impressed by the proposal for voluntary 
reduction. 

The government’s plea that the wheat farmer should 
reduce his production to the level of domestic needs 
was, of course, the logical corollary of the doctrine that 
prosperity could be had by all through a monopoly of 
the home market. The economic philosophy of the 
Seventy-first Congress was based on the thesis that 
American prosperity was self-contained and that 
American recovery could be self-centered.* The 
strength of this conviction was manifested in the 
Hawley-Smoot tariff with its resolute and imperturb- 
able disregard of foreign protests and of the pleas 
made by American exporters. The dominant majority 
of the Seventy-first Congress believed that the develop- 
ment of foreign trade in the form of exports and im- 





*Cf. President Hoover's address to the American Bankers Association, 
Oct. 2, 1930. The significant passages are quoted in Chapter I. 
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ports was not a significant factor in the American 
economy. 

This doctrine was repeatedly made articulate by the 
President during the period from October, 1930, to 
June, 1931. Perhaps the most careful statement of it is 
to be found in the President’s address before the In- 
diana Republican Editorial Association’ less than a 
week before his proposal of a year’s holiday in the pay- 
ment of intergovernmental debts. He then said that 


We can roughly indicate this high degree of self-contain- 
ment. Our average annual production of movable goods be- 
fore the depression was about 50 billion dollars. We 
exported yearly about 5 billions, or 10 per cent. The world 
disruption has temporarily reduced our exports to about 314 
billions. In other words, the shrinkage of foreign trade by 
one and a half billions amounts to only 2 or 3 per cent of 
our total productivity. 

Yet as a result of all the adverse forces our production 
has been reduced by, roughly, ro or 12 billions. This sharp 
contrast between a national shrinkage of, say, 12 billions and 
a loss of 11/4 billions from the export trade is an indication 
of the disarrangement of our own internal production and 
consumption entirely apart from that resulting from de- 
creased sales abroad.* 


This doctrine of American “‘self-containment” com- 
pletely dominated the Seventy-first Congress until its 
expiration on March 4, 1931. 

2. DEFENSIVE MEASURES 


After the third session had convened on December 1, 
1930, the Congress adhered consistently to this doc- 





* Address at Indianapolis, June 15, 1931. 
® Comparisons made by citing gross sums in this way are as likely to 
conceal as they are to reveal the real effect of the decline in export trade. 


[22] 











‘7 ' 


i eed 


se. = Te 


— ee YO 


\- 





trine and the policies it implied. Having raised the 
tariff at the preceding session, it had virtually nothing 
to do except to provide relief for certain classes of suf- 
ferers from the depression or the drought, and to de- 
termine whether the defenses of the United States 
against the impact of world conditions could not here 
and there be made more effective. 

One of the defenses which Congress examined 
closely was the immigration law. Emergency adminis- 
trative measures had already been taken by the Execu- 
tive through stringent control of visas. These measures 
had reduced the average number of arrivals from about 
24,000 per month to 7,000. Some members of Congress 
were not satisfied, and many bills were introduced 
providing for the complete temporary suspension of 
immigration.* In the debates on these bills it was ar- 
gued that aliens should not be permitted to come to the 
United States seeking employment when so many citi- 
zens were without jobs. Congress received numerous 
petitions and memorials urging the complete cessation 
of immigration. California even demanded the exclu- 
sion of Filipinos."° There was also some agitation in the 
Western States for the restriction of immigration from 
countries in the Western hemisphere. This was directed 
chiefly against Mexico, though in fact the consular 
offices in that country had initiated a restrictionist 
policy as early as February, 1929, and during the fiscal 
year ended June 30, 1931, visas for admission into the 
United States were issued to only 2,457 Mexicans, a 





*For example, Representatives Almon of Alabama, Jenkins of Ohio, 
Johnson of Washington, and Senator Reed of Pennsylvania. 
*H. R. 13535, by Mr. Welch of California. 
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reduction of 96 per cent from the average for 
1925-29." The only action taken in this field of policy 
was the passage by the House, on March 2, 1931, of a 
bill limiting immigration for two years beginning July 
I, 1931, to 10 per cent of the existing quotas. But this 
action was taken too late to obtain the concurrence of 
the Senate. 

Although the Hawley-Smoot tariff had become law 
the preceding June, the depression was the occasion for 
many demands for increased duties. The strongest agi- 
tation was conducted by the independent oil-producers, 
who urged the removal of petroleum and petroleum 
products from the free list and the imposition of a tem- 
porary embargo until conditions in the oil industry im- 
proved. The large oil companies, which had interests 
in the oil fields of Latin America and elsewhere abroad, 
did not participate in this agitation. But the independ- 
ent oil-producers were able to enlist the support of the 
legislatures in a number of oil-producing states. On 
January 13, 1931, the legislature of Oklahoma adopted 
a resolution urging Congress to place an immediate 
embargo on crude petroleum and refined oil products 
and to follow this emergency measure with an adequate 
permanent tariff. On January 14 the legislature of Cali- 
fornia memorialized Congress, urging a tariff on oil. 
Kansas followed on January 20, Montana on February 
12, and Texas at about the same time.”” On the other 
hand, the legislature of North Dakota, a state which 





™ State Department Press Release, Aug. 19, 1931. 

Cf. Congressional Record, Feb. 26, 1931, Seventy-first Congress, Third 
Session, 6150. The Texas memorial was presented to the Senate on February 
26, 1931. The date of its passage by the Texas legislature is not given. 
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does not produce oil, memorialized Congress to refrain 
from placing a duty or embargo on petroleum, stating 
that it would put a burden on consumers, would hasten 
the exhaustion of the domestic petroleum reserves, 
and would jeopardize the national defense in time of 


war."® 


The legislature of Idaho took up the defense of the 
sugar-growers, and on February 28 memorialized Con- 
gress to increase the duty on sugar in liquid form so 
that it would bear the same duty as other sugar. It was 
asserted that the Cuban producers were sending 
saturated solutions of pure sugar to the United States 
because the duty on this product was only 4 cents per 
roo pounds as against $2 per 100 pounds on solid 
sugar. 

There was also considerable agitation for embargoes 
on other commodities besides oil. On January 14, 1931, 
Mr. Legge, the chairman of the Federal Farm Board, 
urged an embargo on wheat imports unless world 
prices speedily improved." Representative Burtness of 
North Dakota introduced a bill imposing an embargo 
until March 1, 1932, on wheat, grain, oats, rye, barley, 
wheat by-products, butter, and butter substitutes. There 
were proposals for general and specific embargoes on 
Russian products. The American Manganese Associa- 
tion made a strong effort to stop the importation of 
Russian manganese ores on the ground that the Soviet 





The North Dakota Senate also adopted a resolution opposing the tariff 
or embargo for the additional reason that petroleum and its products were 
already heavily taxed by the states. 

“Letter to Representative Burtness of North Dakota; Congressional Rec- 
ord, Jan. 17, 1931, Seventy-first Congress, Third Session, 2548. 
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government was dumping them in the United States.” 
The net result of all this was a decision by the House 
Ways and Means Committee not to report out any of 
the bills placing embargoes on Russian products, but 
the House did pass, though the Senate did not, the 
Kenyon bill, which advanced the date of the prohibi- 
tion of the products of forced labor from January 1, 
1932 (as set by the Hawley-Smoot tariff), to April 1, 
1931. This bill was aimed not only at Russia but at 
certain Oriental and certain tropical countries. Com- 
menting on this bill, Representative Clancy of Michi- 
gan asserted that one of its main purposes was to ob- 
tain an embargo on Sumatra tobacco. 


3. THE PITTMAN RESOLUTION: AN EXCEPTION TO THE 
GENERAL RULE 


Among the measures adopted during the Seventy- 
first Congress, there was only one of importance which 
did not conform to the doctrine that American recovery 
would best be promoted by closing the gates against 
the entrance of foreign goods and foreign labor. This 
was a Senate resolution designed to deal with the de- 
cline in the price of silver. In the western states of 
Utah, Nevada, Montana, Idaho, Colorado, and Ari- 
zona, during 1930 there was produced 19 per cent of 
the world’s silver, and the normal American consump- 
tion is about two-thirds of the production. Silver was 





%* The Treasury after investigation announced on February 24 that the 
evidence presented did not support the charge. This brought an accusation 
by Senator Oddie of Nevada, who introduced a resolution to investigate the 
alleged relationship between the so-called Mellon interests and the steel 
companies opposing an embargo. 
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obviously a commodity of which the prices could not 
be restored to earlier levels by the simple device of 
giving the American silver-producers a monopoly of 
the American market. 

The silver problem was brought before the Senate 
by Senator Pittman of Nevada. He persuaded the Com- 
mittee on Foreign Relations to appoint a special sub- 
committee to investigate and report upon the decline in 
trade between the United States and China. On Febru- 
ary 12 this subcommittee delivered a report which at- 
tributed the decline in the Chinese trade during recent 
years to the civil war and other conditions affecting 
China’s prosperity, but found in the unprecedented 
drop in the price of silver the cause of the sudden and 
unusual depression in Chinese purchases of American 
exports. The committee ascribed the cheapening of sil- 
ver to the debasement of silver coinage by a number of 
foreign governments, to the melting of silver coins in 
India, and to the selling of the silver bullion in the 
world markets. The committee recommended that the 
President enter into discussions and negotiations with 
other governments looking to the suspension of their 
practice of melting or debasing silver coins and of 
selling the silver bullion. It also requested the Presi- 
dent to bring about an international conference to en- 
ter into agreements about the use and status of silver as 
money. These recommendations had the support of the 
legislatures of Idaho and Nevada, and on February 
20, after some amendments by the Committee on For- 
eign Relations, they were agreed to by the Senate. 

This proposal, although adopted only by the Senate, 
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stands out somewhat conspicuously in the history of 
the Seventy-first Congress. For the underlying assump- 
tions of the Pittman Resolution are in sharp contrast 
with those which determined all the other acts of this 
Congress. In regard to the plight of the silver pro- 
ducers the Senate had no doubts that a “self-contained” 
recovery was impossible. It was insistent, therefore, that 
the President should take up silver as an international 
problem and seek through diplomatic negotiations to 
make treaties or conventions regulating the monetary 
policies of sovereign powers in all parts of the world. 

The Pittman Resolution was agreed to in the last 
days of the Seventy-first Congress. The historian of the 
period may perhaps be justified in looking upon it as 
a sign that in spite of the consistency with which Con- 
gress had adhered to the doctrine of “self-contain- 
ment” in all its other proceedings, the pressure of 
events was weakening the conviction which sustained 
it. It certainly indicated the possibility of a change in 
public opinion, and it might almost be said that it 
heralded the new orientation of American national 
policy which occurred four months later. 
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CHAPTER THREE 


THE DEEPENING DEPRESSION IN THE FIRST HALF 
OF 1931 


THE adjournment of the Seventy-first Congress was 
awaited impatiently by the national Administration and 
by that part of the community whose opinion of affairs 
is reflected in the stock market. Once the calendar year 
1930 had been passed, sentiment favored the notion 
that a recovery was in the making, if only the country 
could be permitted to enjoy a long legislative holiday. 

The confidence of business men and investors had 
been badly shaken by the growing incompatibility be- 
tween Congress and the President. It was realized that 
this old Congress, though elected in 1928, when the 
temper of the country was believed to be highly con- 
servative, had, in fact, from the point of view of 
finance and large corporate business, become more and 
more intractable. What appears to have happened is 
that Congressmen, always sensitive to the immediate 
views of producing interests among their constituents, 
were moving toward higher and higher protective 
duties, whereas the financial community with its grow- 
ing interest in foreign investments and foreign com- 
merce had for some years been moving in the direction 
of much freer trade. In the closing weeks of the 
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Seventy-first Congress, the legislature was probably 
more thoroughly and absolutely protectionist in its 
views than at any other time in American history, 
whereas finance and large corporate business were 
quite evidently turning away from their traditional Re- 
publican faith in the ideal of a closed American 
market. 

This underlying conflict of principle was sharpened 
by the disposition of Congress to use public monies to 
manipulate the prices of agricultural commodities and 
to make contributions to politically powerful minorities 
like the organized veterans. Finding itself unable to 
stem the tide towards embargoes, price-fixing, bounties, 
and realizing that the new Congress elected in the 
autumn of 1930 was likely to be even more intractable 
in these matters, the Administration encouraged the 
view that a legislative holiday from March to Decem- 
ber was essential to economic recovery. 


I, ECONOMIC DETERIORATION 


In the first four months of the year 1931, there were 
indeed some signs of improvement which lent color to 
the view that a revival of business was impending. 
Thus, the Federal Reserve Board’s index of produc- 
tion, which is adjusted for seasonal variation, rose 8.4 
per cent, and the prices of industrial common stocks, as 
indicated by the Dow Jones averages, rose from 181 
on December 5 to 191 on February 21, though they 
sank to 181 on March 4. This upward movement was 
the fifth attempt on the part of the buyers of stocks 
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since the collapse of security prices in October, 1929, 
to anticipate a revival of business.” 

The revival of business did not take place. On the 
contrary, beginning with April the economic and 
financial position in almost all countries deteriorated 
so rapidly and drastically that it compelled the aban- 
donment of the policy of hopeful waiting and the 
adoption of far-reaching international measures of 
salvage and relief. 

In the United States the gains in production which 
took place between January and April were canceled 
by June. This is shown by the Federal Reserve Board’s 
indices of production:? 


(Average for 1923-25 = 100) 
January April June 


Industrial production. .... 82 89 84 
Diameiactures. .......5.:. 81 89 84 
in ash Kin eaeens go 92 85 
Building contracts awarded 71 73 63 
Freight-car loadings...... 82 80 77 
Factory employment...... 78 78 76 
Factory pay rolls......... 68 74 68 
(unadjusted ) 


In April, May, and June, evidence of deepening de- 
pression poured in from all quarters of the globe. The 





*The high points of these five rallies were: 


I I oo ie od cin cae ee Rees ke NEES 263 
BNR RON a <a 55a ees ok San SS odes oa pamegarsesas 2.93 
ee ae ee coe ore ee eee ee 240 
ee Or een eee tr eee eee eye 243 
IEE EMI 665 5 a ciecimeragniavines Laew arias aria we 191 


®Unless otherwise indicated, all data are adjusted for seasonal variation. 
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price level of wholesale commodities’ dropped 9 per 
cent from January to June, and at mid-year was nearly 
20 per cent below the level at the same time in 1930. 
There were few commodities which did not share in 
this world-wide decline; the recession of prices in vari- 
ous countries ranged from 20 to 30 per cent of the level 
of 1929, and in practically all countries the prices of 
raw materials and of agricultural products were near 
the pre-war level. 

This fall in prices was accompanied by a severe con- 
traction of international trade. American exports and 
American imports during the first half of 1931 both 
decreased 36 per cent compared with the first half of 
1930. As this decrease was greater than the decline in 
prices during the period, it indicates a substantial fall- 
ing off in the volume as well as in the value of the 
trade. In fact the Department of Commerce estimated 
that on a quantity basis the year ending June, 1931, 
showed a diminution of exports to the extent of 22 per 
cent and of imports to the amount of 17 per cent. The 
shrinkage in the volume of foreign trade was approxi- 
mately the same as the recession in domestic business 
activity. 


2. THE DECLINE IN FOREIGN FINANCING 


The growing uncertainty in countries overseas 
sharply checked foreign financing in the United States. 
The total amount of foreign securities publicly offered 
from January to June inclusive was, less refunding is- 





* Bureau of Labor Statistics, United States Department of Labor. 
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sues, $207,941,500. This was at less than half the rate 
at which new capital was lent abroad from 1924 to 
1928.* Furthermore, of the thirty-five foreign issues 
during the first half of 1931, thirty-one were Canadian 
and involved $102,141,500 or 49 per cent of the total. 
There were only two loans to Europe and none to 
Latin America. 

Thus foreign governments and corporations were 
cut off from new supplies of funds at a time when the 
fall in revenues, due to the depression, and the in- 
crease in the real burden of fixed charges, due to the 


decline in prices, were producing acute financial 
difficulties. 


3. THE ABNORMAL MOVEMENTS OF GOLD 


The inability of foreign countries to borrow abroad, 
or to sell in normal quantities to other depressed coun- 
tries, the increasing difficulty of paying their various 
obligations with goods, the money value of which had 
so drastically declined, resulted in abnormal interna- 
tional movements of gold. For in international pay- 
ments gold is employed when other methods of 
settlement do not suffice to balance debits and credits. 
The countries which were compelled to export gold in 
large quantities, thus depleting their banking and cur- 
rency reserves, were the countries which could not sell 





*The amounts of foreign securities publicly offered in the United States 
in these years were reported by the Department of Commerce as follows: 


WE Sines caste ee smaninss sata $ 969,224,000 
| Se eee ee eee Ee Tet eo 1,076,466,000 
DE inxs csiaalianssessaeameneenaccsee oes 1,125 ,481,000 
EF i iics. esac cnadecnree ebgae sees na ion ee se 1,336,760,000 
Cee Art ee arr ee ee ee 1,2§0,951,000 





sufficient goods and services abroad to pay for their 
imports and for the use of borrowed capital. 

The withdrawal of gold is accelerated when domes- 
tic and foreign investors lose confidence in a country’s 
economic position. This is very clearly the case when 
the flow of gold is from a country with a high interest 
rate to another with a lower rate. For these reasons the 
movement of gold in 1931 assumes an ominous sig- 
nificance. 

Let us look first at the three largest South American 
countries. Stated in round numbers and in millions of 
dollars, the gold reserves of central banks and govern- 
ments were as follows:° 











June, June, Percentage of 
1928 1931 Increase or Decrease 
Argentina....... 622 350 — 44 
EE Picaardeks 140 O — 100 
I xen eiedee 7-3 7.6 + 4 
769.3 357-6 -~ % 
For other Latin American countries the figures were: 
June, June, Percentage of 
1928 1931 Increase or Decrease 
ee 7 I — 86 
Colombia....... 23 10 — 57 
ae I I.I + 10 
Guatemala...... 1.6 2.7 + 68 
ae 8 4 — 50 
ae 21 16 —24 
raeguay........ 68 58 — 15 
129.6 92.8 — 28 





° Federal Reserve Bulletin, July and August, 1931. 
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Thus for Latin America as a whole there was after 
June, 1928, a loss of something like 448 million dollars 
in gold or about 49 per cent of the reserves. This loss 
was a measure of at least two phenomena, the fall in 
the value of South American exports to the rest of the 
world and of the cessation of capital investment in 
Latin America. The figures show that in order to meet 
obligations due their creditors the Latin American 
countries were rapidly exhausting their gold supplies. 

Let us now turn to Europe and North America. The 
figures for one group were: 


June, June, Percentage of 

1928 1931 Increase or Decrease 
Bagiend........ 826 = 793, — 4 
Germany....... 496 339 — 32 
se 34 20 — 4I 
I 6i wa 44s 67 64 — 4 

The figures for another group were: 

June, June, Percentage of 

1928. 1931 Increase or Decrease 
United States.... 3,732 4,593 + 23 
a 1,136 2,212 + 94 
Belgium........ 110 199 + 80 
Czechoslovakia. . 30 46 +50 
Netherlands..... 175 200 + 14 
NS re 62 64 + 3 
Switzerland..... 86 = 162 + 88 


These figures give a statistical picture of the situa- 
tion as it existed on the eve of the critical events of 
the summer of 1931. They show a tremendous loss of 
gold by Latin America. They show a tremendous gain 
in gold by the United States and France and consider- 
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able gains by Germany’s neighbors, Switzerland, 
Belgium, the Netherlands, and Czechoslovakia. They 
show a loss by England and a loss by Germany from 
the pre-depression period of 1928. 

The pathological character of this movement of gold 
is indicated by the fact that the countries into which 
gold was flowing were, with the exception of Great 
Britain, the countries with the lowest interest rates, and 
that the countries out of which gold was flowing were 
those with much higher rates. Gold was flowing up- 
hill. Thus at the chief financial centers receiving gold 
during 1930 and the first half of 1931 the discount 
rates were: 


Central Bank Rate 


City High, 1930 63> Low, 1931 
ge 4% 1%% 
le SEES ee 3u% 2% 
TCE eT eT oe 4u% 2% 
EE re 3u% 2% 
ee ere 3u% 2%% 
Ng eed aniencicen 4u% 3% 
Ea eer 5% 4% 


At the financial centers losing gold the rates were: 


Central Bank Rate 


City High, 1930 Low, 1931 
eed inne eins 64% 4% 
EIS en 5% 2u%u% 
eee 7% 54% 
NY inhi ico derek amihewes 8% 6%% 


These abstract statistical data are merely compre- 
hensive summary indications of a state of affairs which 
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involved acute personal suffering and anxiety the 
world over. The volume of this distress cannot be meas- 
ured or even described. It is possible only to show how 
the world-wide depression crystallized in a series of 
domestic political and financial crises, and how these 
in turn, through their repercussions in other countries, 
compelled the initiation of world-wide measures of 
relief. 
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CHAPTER FOUR 


A GENERALIZED VIEW OF THE EFFECTS OF THE 
DEPRESSION 


IT Is no part of our task, even if it were within our 
competence, to attempt a social history of the world- 
wide depression. Our task is to trace its effects upon 
the relations between the United States and other na- 
tions. In order to do this, it is necessary to arrive at a 
working conception of the way in which the infinitely 
complex individual experiences of workers and 
entrepreneurs, peasants and landlords, merchants, 
traders, bankers, debtors and creditors in all parts of 
the world crystallized into specific problems requiring 
specific international attention. 

Since the causes and consequences of the depression 
were world-wide, it was sometimes tempting to speak 
of the depression in large and general terms as if it 
were a single homogeneous phenomenon. The fact is, 
of course, that although economic and financial rela- 
tionships throughout the world are to a very high de- 
gree interdependent, the actual business of mankind 
is at present conducted within the jurisdiction of some 
fifty national states. It is conducted, therefore, subject 
to separate systems of property, taxation, currency, 
social policy, culture, and political habit; each nation 
is in some measure a partially closed system within the 
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world-wide economy of which it is a part. The conse- 
quence of this arrangement of human affairs is that as 
the effects of a great deflation fall upon larger and 
larger masses of individuals, a series of national crises 
ensues, and it is out of these that the specific interna- 
tional problems are engendered. 

In a situation of this sort the focal point of trouble 
within each nation is its national finance. It is on the 
balance sheet of revenues and expenditures that the 
problems of the day are stated, measured, and posed as 
political issues. The anatomy of the process can, we 
think, be formulated in a systematic form which will 
provide a working hypothesis for classifying and 
analyzing the immediately significant aspects of an 
otherwise unmanageably complex upheaval in the com- 
munal life of mankind. 

Broadly speaking, it may be said that when there is a 
fall in prices, a recession in trade, a decline in produc- 
tion, and the subsequent unemployment and reduction 
of incomes, 


(1) The revenue from all kinds of taxation is 
cut down. 

(2) The contractual obligation of the state, in 
the form of debt charges, remains stationary in 
terms of money, but, owing to a fallen price level, 
actually increases in terms of purchasing power.’ 





*The estimated percentage of revenue required for the domestic and 
foreign debt service of central governments in 1931 was: 


SS ae eer 31 per cent Belgium....... 34 per cent 
ee ene ee —" 
Argentina...... — eee 41" 
re =e ™ United Kingdom 48 “ 


The data for these estimates were furnished through the courtesy of the 
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(3) Another large part of the state’s expendi- 
ture, such as money devoted to pensions, military 
and civilian salaries, and various grants for social 
services, can be reduced only at great sacrifice or at 
great political risk. 

(4) Unemployment and distress create demands 
for emergency expenditures. 

(5) Thus declining revenues, stationary obliga- 
tions, and increasing demands continue to produce 
budgetary deficits. 

(6) These deficits must be made good either by 
(a) increased taxation, or by (b) decreased ex- 
penditures, or by (c) borrowing, or by some com- 
bination of the three methods. 

(7) A failure to meet the deficits by one or all 
of these methods must produce a withdrawal of 
gold from the central banking system, and, when 
this is exhausted, a default on contractual obliga- 


‘tions, and a devaluation of the national currency. 


(8) A devaluation of the national currency is 
tantamount to a reduction of the value of all fixed 
incomes and a partial repudiation of all public 
and private debts that are payable in terms of the 
national currency. 

(9) The spectacle of a serious deficit which is 
not being covered by taxation or economy must 
shake the credit of any country without superabun- 
dant supplies of liquid capital. The threat of de- 
fault or devaluation causes a flight from the 
currency by domestic and foreign investors seeking 
a safer currency in which to preserve their capital. 

(10) A panic of this sort, involving, as it does, 
the withdrawal of gold and a consequent restric- 
tion of credit, aggravates still further the domestic 





Economics Division of the International Telephone and Telegraph Corpora- 


tion. 


See also Chapter V. 
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economic crisis by curtailing imports, increasing the 
cost of financing business, diminishing profits, re- 
ducing production, enlarging the army of the un- 
employed, increasing the cost of relieving them, 
and reducing the yield of taxes. 

(11) At this stage the domestic situation be- 
comes inevitably a matter of international concern. 
For in such a breakdown of its economy a nation 
can no longer assure the fulfiliment of its interna- 
tional obligations. The unsettling of all existing 
relationships between prices, costs of production, 
incomes, and debts, unsettles the existing adjust- 
ments among sections of a country and among the 
different economic classes of its inhabitants. 

A political struggle ensues which turns upon the 
effort to shift the incidence of sacrifice from one 
class to another. This struggle may attain a degree 
of intransigence which will destroy the existing 
constitution of the state, its treaty and its other for- 
eign obligations, its established social policy, and 
its system of property rights. 

A crisis of this sort, therefore, transcends the 
realm of domestic affairs. Even in an incipient 
phase it must command the attention of financial 
markets and governments in all parts of the world. 
For in addition to the direct threat of loss of tangi- 
ble interests, in the form of investments, credits, 
and markets, a revolutionary overturn in any coun- 
try, but particularly in any great country, disturbs 
the whole balance of political power in the world, 
ushers in a period of tension before new rela- 
tionships can be established, sets an example of 
intransigence which may be infectious, and under- 
mines the spirit of confidence without which the 
spirit of capitalistic enterprise cannot be aroused. 
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This series of propositions will serve, we believe, as 
a working hypothesis towards an understanding of the 
significance and order of events in the spring and sum- 
mer of 1931. It traces out the issues which the depres- 
sion had presented to the governments. By the help of 
it one can perhaps introduce some practical order, and 
therefore attain some perspective upon, and intel- 
lectual control over, one of the most disturbed and 
confusing periods in the history of the modern world. 
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CHAPTER FIVE 


CONDITIONS IN LATIN AMERICA 


THE process outlined in the preceding chapter by 
which the economic depression reacted upon the gov- 
ernment policies of various countries and eventually 
affected their international relations was first exempli- 
fied among the countries of Latin America. There were 
several reasons why they proved to be particularly 
sensitive. 

(2) They are producers of primary materials, and 
the deflation was especially severe in primary materials. 

(>) To meet their debt charges and to pay for their 
purchases abroad, they are dependent mainly upon the 
export of one or two basic commodities and are thus 
more vulnerable to economic disturbances than are 
countries with a more diversified output. 

(c) They are debtor countries: a large part of their 
budgets is devoted to service on their foreign debts; 
the burden of their contractual obligations increased 
greatly with the decline in the value of their products. 

(2) In some instances they had borrowed to excess, 
and the loans were not always expended for productive 
purposes. 

(e) Even in more prosperous years many of them 
had had difficulty in balancing their budgets and in 
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maintaining stable currencies; thus they faced espe- 
cially troublesome financial problems as soon as world 
economic conditions began to grow less favorable. 

(f) In most of the Latin American countries the tra- 
dition of political stability is not yet fully established, 
and factionalism is rife. At the same time, public opin- 
ion has been becoming more progressive, more ar- 
ticulate, and more critical of the methods employed by 
politicians of the old school. In many instances the 
acute economic distress of 1930-31 supplied the final 
provocation to seek changes by extra-legal methods. 


I. ECONOMIC AND FINANCIAL DIFFICULTIES 


A major decline in the prices of the principal prod- 
ucts of the countries of Latin America began in 
November, 1929. From then until the middle of 1931 
there was no pronounced check on this downward 
trend. A weighted index of the prices of twenty com- 
modities, accounting for more than 85 per cent of all 
Latin American exports, prepared by the United States 
Department of Commerce, shows an average decline, 
from October, 1929, to February, 1931, of 48 per cent. 

This average does not tell the complete story of the 
change in prices. Prices of the chief products of many 
countries receded much more drastically than is shown 
by the general index number, which is an average. 
Thus, from their high point in 1929 to their low point 
in 1931, the prices of certain leading Latin American 
products declined as follows: sugar, 53 per cent; coffee, 
65 per cent; wheat, 63 per cent; flaxseed, 67 per cent; 
wool, 66 per cent; hides, 56 per cent; copper, 58 per 
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cent; silver, 51 per cent; tin, 49 per cent; petroleum, 
about 75 per cent. This drastic deflation disturbed the 
trade balances and caused a depreciation in the foreign 
value of the currencies, thus increasing the burden of 
the service on government and private debts owed 
abroad. In many countries the service of the foreign 
debt was one of the largest items in the budget. The 
proportion of the estimated revenues of various gov- 
ernments which, in the event of no defaults, would 
have been absorbed by payments on debts owed abroad 
in 1931 has been estimated as follows: Argentina, 16 
per cent; Bolivia, 39 per cent; Brazil, 33 per cent; 
Chile, 23 per cent; Peru, 21 per cent; Uruguay, 23 per 
cent." 

The fall in prices and the weakening of the ex- 
changes not only made outpayments more difficult, but 
curtailed the income which governments required for 
the performance of their domestic functions. The 
countries of Latin America rely largely on indirect 
taxes, especially import and export duties. The decline 
in the market value of products subject to ad valorem 
export taxes meant a corresponding decline in the 
governments’ revenue from such a source, even if ship- 
ments were not curtailed. But because of the general 
decline in buying power the shipments were curtailed. 
The diminished value of the exports affected the gov- 





*Data for Brazil are taken from the Niemeyer Report of 1931; for other 
countries the figures are based on data from the International Telephone and 
Telegraph Corporation and the Department of Commerce. These figures vary 
from those given for the same countries in Chapter IV, because the latter 
apply to both external and internal debts. Both sets of figures probably 
understate the debt burdens of 1931, because they are based on estimated 
rather than actual revenues, and most estimates were too optimistic. 
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ernment revenues in still another way. The less these 
countries sold abroad, the less they could buy abroad, 
and the less they bought, the smaller were the revenues 
from import duties. In normal times import duties are 
their main source of income. 

Some idea of the effects of the price deflation and 
the depression on the government budgets may be ob- 
tained by comparing the estimated receipts for 1930 
with the actual revenues for that year. 


(In Millions) 


Monetary Estimated Actual 


Country Unit Receipts Receipts 
Argentina......... Peso 704.5 663.9 
ree Boliviano 47.6 35 
ge, Dasa | Milreis 2,567 1,800.3 
eee Peso 1,170 1,133 
Colombia......... Peso 62.1 49.3 
RA sis avian 0% Dollar 85.5 77-2 
a Sucre 64 58.7 
El Salwador....... Colon 24.8 22 
Es patina iain Peso 2.93.2 270.8 
6 ck een hos 4.01 Sole 140.1 117.4 


The picture can be made more con plete by compar- 
ing the estimated receipts for 1929 with those for 1931. 
This shows how the depression forced the governments 
to curtail their activities. 


(In Millions) 


Monetary Estimated Receipts 


Country Unit 1929 1931 
PENIS. ........ Peso 733-7 648 
ee Boliviano 47-5 28.5 
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(In Millions) 


Monetary Estimated Receipts 


Country Unit 1929 1931 
aka snes Milreis 2,399.6 2,236.4 
RD Re os k4 en's Peso 1,233.6 1,039.6 
Colossita......... Peso 70.1 50.7 
Coste Rica........ Colon 35-4? 26.8 
ere Dollar 105.1 61 
ECTS Sucre 64.5 61.5 
Vemerneis......... Bolivar 256.4 150 


Maladjustments due to the drastic deflation of com- 
modity prices were especially severe in Bolivia, which 
was the first country in South America to undergo a 
revolution. The decline in the price of tin, the princi- 
pal export, had a threefold effect: it severely disturbed 
the trade balance, as tin exports declined in both value 
and volume; it reduced the government’s revenues 
through a decrease in the yield of the export duty on 
tin;® and it led to labor troubles and political unrest 
through the suspension of tin-mining operations. These 
conditions were accentuated by an unsound financial 
policy. Expenditures had been regularly exceeding 
revenues, and to meet its deficits and carry out an am- 
bitious program of public improvements, the govern- 
ment had borrowed large sums abroad at high rates of 
interest. Between 1922 and 1928, three loans amount- 
ing to a total of nearly 59 million dollars were floated 
in the United States. In the budget of 1931 the sum 





* Actual. 

*In the 1931 budget the revenue from this duty was only 500,000 
bolivianos ($182,500), compared with 6.6 million bolivianos (2.4 million 
dollars) in 1929. Revenues, Expenditures and Public Debts of the Latin 
American Republics, 1930 (Pan-American Union Finance Series, No. 2, p. 5). 


[47] 











allotted for debt service was only a third of what was 
actually required. The government was compelled, 
therefore, to default on interest payments on the ex- 
ternal debt falling due in 1931. 

The industries of Peru are more diversified than 
those of Bolivia. Yet four commodities—petroleum, 
copper, cotton, and sugar—made up 84 per cent of 
Peruvian exports in 1929 and were all subject to drastic 
deflation during 1930 and 1931. The results were regis- 
tered in the trade balance. In Peru, as in Bolivia, the 
conditions due to the world-wide economic depression 
were intensified by many years of unsound govern- 
ment finance, in which excessive foreign borrowing 
played an important part. During the decade 1921-31, 
the Peruvian government had never succeeded in bal- 
ancing its budgets, and in this period it had increased 
its foreign debt from ro million to 107 million dollars.‘ 

Between 1922 and 1928 the government of Peru, 
with the aid of American bankers, floated nine loans. 
These began on a modest scale, with an issue of 2.5 
million dollars in 1922, but there were large increases 
in successive years, until a maximum of 50 million 
dollars was reached in 1927. No bond issues were 
floated from 1929 to 1931. Plans were made for a new 
loan in 1929, but these had to be abandoned because 
the stock-market boom in the United States at that time 
made it impossible to interest investors in bonds. 
Neither the per capita foreign indebtedness of Peru 
nor the proportion of the public revenues needed for 
service on this debt was as large as in several other 





“Revenues, Expenditures and Public Debts of the Latin American Repub- 
lics, 52-53. 
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courtries of South America. Nevertheless, economic 
and political conditions in 1931 had become so dis- 
turbed that the Finance Minister announced in March 
that the government would be unable to meet the in- 
terest on that part of its external loan falling due on 
April 1, and Peru thus joined Bolivia as a defaulter on 
its foreign obligations. 

Argentina, unlike Bolivia and Peru, is largely an 
agricultural country. As Argentina lies in the temperate 
zone, her chief products compete with those of North 
America and Europe, and their free flow in interna- 
tional commerce has been hampered by tariff barriers. 
Argentina also had her share of the troubles afflicting 
all agricultural regions as a result of the sharp decline 
in the prices of grains, meat, flaxseed, hides, and wool. 
Exports in 1929 were ro per cent less than in 1928, and 
in 1930 they were 35 per cent less than in 1929. The 
exchange rate for the gold peso in the last quarter of 
1930 was approximately 20 per cent below the average 
for 1928. 

In 1931 the provisional government of Argentina 
succeeded only with great difficulty in maintaining 
service on its foreign debt. A portion of the short-term 
obligations which became due in New York on Octo- 
ber 1 was refunded, and funds were obtained for the 
redemption of the remainder by floating an internal 
loan. 

At the same time, the government faced a floating 
debt estimated at 1,200 million pesos (337 million 
dollars). Import prohibitions which were imposed on 
certain products of Brazil, Paraguay, and Uruguay cre- 
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ated friction between Argentina and her neighbors, 
and weakness in the peso and the persistence of low 
prices for the leading Argentine exports retarded the 
restoration of an economic equilibrium.° 

The prosperity of Brazil was largely dependent on 
the price of coffee, and the government strained its re- 
sources in seeking to maintain the price at too high a 
level. The failure of this plan in 1930° aggravated the 
unsatisfactory economic conditions it was supposed to 
ameliorate. The huge coffee crop of 1928-29 had not 
yet been sold, and the surplus stocks amounted to 
nearly two years’ normal exports. The growers could 
obtain no advances on the new crop, and many of them 
faced ruin. The wages of plantation workers were 
drastically reduced, and the loss of purchasing power 
was soon reflected in the business activity of the cities. 

In 1931 Brazilian exchange sank to about half its 
gold parity. In its efforts to meet its foreign obligations 
and rectify the exchange situation during the preceding 
year, the government had exhausted its gold reserves, 
and as conditions became more serious, the provisional 
government announced on August 30, 1931, that it 
would discontinue sinking-fund payments on its ex- 
ternal debt, with the exception of two funding issues 
and the 1922 coffee loan, but that it hoped to continue 
the payment of interest.’ On September 19, however, it 
declared that the extraordinary depression of the ex- 
change made it impossible to continue interest pay- 





* New York Times, Sept. 20, 1931; New York Herald Tribune, Sept. 20, 
1931. 

*Cf. Chapter VI. 

* Commercial and Financial Chronicle, CXXXIII, 1537, Sept. 5, 1931. 
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ments on the foreign debt, and Brazil was added to the 
list of countries in default. On October 8 a sixty-day 
moratorium was declared on all foreign commercial 
payments.® 

British bankers showed a special interest in the 
financial rehabilitation of Brazil because of the large 
amount of British capital invested in that country, and 
at the invitation of the Brazilian government, Sir Otto 
E. Niemeyer of the Bank of England made a careful 
study of the national finances. In his report, submitted 
to the government on July 4, 1931, he recommended 
many changes in fiscal administration. His most impor- 
tant proposal was the establishment of an autonomous 
Reserve Bank to control credit and maintain stability 
of the currency, but since it was necessary that this bank 
should be supplied with ample capital before it could 
properly serve the country, its establishment was not 
immediately practicable because of the condition of 
foreign money markets and of Brazilian credit. 

Chile, meantime, experienced severe economic de- 
pression owing to the overproduction and low prices 
of its two chief products, copper and nitrates. Various 
efforts were made during 1930 and 1931 to stabilize 
the price of these commodities, but without success.° 
The economic crisis did not develop so early in Chile 
as in other parts of Latin America, but when it finally 
came it brought a political revolution in its wake, and 
the new government in 1931 found it necessary to de- 
clare a moratorium on the foreign debt service. 





® New York Herald Tribune, Sept. 20, Oct. 10, 1931. 
°Cf. Chapter VI. 
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Cuba was encountering difficulties because of the 
low price of sugar. These troubles were intensified by 
the higher tariff imposed on sugar by the United States 
in June, 1930. The new American tariff placed Cuban 
sugar-producers at a further disadvantage in compet- 
ing with producers in Porto Rico, Hawaii, and the 
Philippines, whose sugar was admitted into the United 
States free of duty. The industrial depression in the 
United States during 1930 and 1931 had also curtailed 
the tourist traffic, sometimes called Cuba’s second larg- 
est industry. The proportion of the government’s in- 
come absorbed by service on the foreign debt was not 
so high as in many other Latin American countries, but 
the sharp shrinkage in revenues in 1931 made this 
burden heavier and also forced a curtailment of many 
government activities, thereby increasing the political 
discontent. 

On May 23, 1931, the government, through the semi- 
official Heraldo de Cuba, appealed to the people to 
accept the sacrifices made necessary by the drastic cur- 
tailment in public outlays. It was proposed to reduce 
the new budget 4o per cent below that of the preceding 
year. The salaries of civil employees had already been 
cut twice since July, 1930, and the government ad- 
mitted that further reductions would cause hardship, 
but declared that under the circumstances sacrifices of 
a collective character were necessary.” These econo- 
mies were called for in spite of emergency taxes im- 
posed on all kinds of business at the beginning of the 
year. 





*° New York Times, May 24, 1931. 
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2. POLITICAL DISTURBANCES 


During 1930 and 1931 there were eleven revolutions 
in Latin America. Beginning in the Dominican Repub- 
lic in February, 1930, revolts broke out in Bolivia in 
June, in Peru in August, in Argentina in September, 
in Brazil in October, and in Guatemala in December. In 
1931 there were revolts in Panama in January, in Chile 
in July, in Cuba and Ecuador in August, and in El 
Salvador in December. Other evidences of political dis- 
content during 1931 appeared in Cabinet upsets in 
Haiti in May and in Costa Rica in June, and in the 
resignation of President Perez of Venezuela at the de- 
mand of the National Congress in February. 

This epidemic of revolutions and sudden changes of 
government was not due wholly to the unfavorable 
economic situation. Political conditions played an im- 
portant part. In Bolivia much irritation was evoked by 
the arbitrary rule of President Hernando Siles. A few 
months after his accession in 1926, Siles, like most of 
his predecessors, began to rule as a virtual dictator, de- 
porting and imprisoning political rivals, suppressing 
newspapers, and forcibly quelling demonstrations 
against his government. His attempt to prevent the 
holding of the regular presidential election in May, 
1930, was interpreted as a step toward continuing in 
power beyond his legal term. This provoked a political 
crisis which ended in his resigning his office and flee- 
ing from the country. A military junta took charge of 
the government and soon restored order. It won con- 
fidence by its promise to hold elections within a rea- 
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sonable time and by its generous treatment of political 
prisoners and exiles. The junta was enlarged by the 
addition of civilian members; freedom of the press was 
restored, and an economic council was created to im- 
prove the financial administration of the government 
and seek remedies for the industrial depression. On 
January 4, 1931, a national election was held which 
resulted in the choice of Dr. Daniel Salamanca as 
president, and on March 6 the junta retired in favor of 
the new executive. 

In Peru, Sefior Augusto Leguia had ruled virtually 
as a dictator. His ambitious program for modernizing 
the country accounted in large part for the rapid in- 
crease in the public debt. It produced much discontent, 
because it was carried through in arbitrary fashion, and 
Leguia’s critics insisted that the results were not in pro- 
portion to the cost. Heavy taxation, expropriation of 
lands, compulsory service in building highways, rigor- 
ous control of the press and the schools, and harsh 
treatment of political opponents were some of the 
popular grievances. The President was also deemed too 
liberal in granting concessions to foreigners and too 
friendly to American financiers. For a time the op- 
ponents of Leguia had consoled themselves with the 
belief that, as he was growing old, he would retire at 
the end of his term in 1929. When, however, he ef- 
fected his reélection in August of that year, the oppo- 
sition became more active, and twelve months later a 
revolt in the south, led by Colonel Luis M. Sanchez 
Cerro, brought his régime to an end. Colonel Sanchez 
Cerro served as Provisional President until March 1, 
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1931, when new disturbances forced his resignation. 
Within the following week there were three changes 
of government, with Sefior David Samanez Ocampo 
finally remaining in power as Provisional President 
until succeeded by Sanchez Cerro, the successful candi- 
date in the election of October 11. 

Less than two weeks after the revolution in Peru, 
Argentina deposed President Hipolito Irigoyen. He 
was not a dictator of the school of Leguia in Peru and 
Siles in Bolivia. He posed as a popular leader, avoid- 
ing display, living in a cheap apartment in an unfash- 
ionable quarter of Buenos Aires, and devoting his en- 
tire salary to charity. Nevertheless, he showed little 
faith in democratic institutions, and his government 
was intensely personal. His followers in Congress 
blocked legislation by refusing to attend the sessions 
and preventing a quorum. In 1930 he delayed the meet- 
ing of Congress which under the law should have con- 
vened on May 1, and much of the important work of 
the government remained undone because the Presi- 
dent, now aged and ill, was unable to give his personal 
attention to the details.” 

The success of the revolts in Bolivia and Peru seems 
to have given the opponents of Irigoyen their cue. 
Demonstrations against the government broke out in 
Buenos Aires a few days after the arrival of the news 
of the uprising in Peru. On September 2 the Minister 
of War resigned after notifying the President that he 
could no longer count on the support of the army. On 
the 5th, after a series of hostile outbreaks in the capital, 





™ Contemporary Review, CXXXVIII, 516-20, Oct., 1931. 
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Irigoyen delegated his powers to Vice-President 
Martinez. The Vice-President, however, was regarded 
as too much the henchman of Irigoyen to please the 
people, and on September 6 General José Uriburu 
marched into the city at the head of a procession of 
civilians and of military cadets, forced the resignations 
of both Irigoyen and Martinez, and then became Pro- 
visional President. 

Within a month after these events in Argentina, 
revolution broke out in Brazil. Political discontent had 
been smoldering there since the elections of March 1, 
1930. Dr. Julio Prestes had been declared the success- 
ful candidate for the federal presidency.” He had been 
president of the state of Sdo Paulo, and was the choice 
of President Washington Luis, who also came from the 
state of S40 Paulo. The unsuccessful candidate was Dr. 
Getulio Vargas, president of the state of Rio Grande 
do Sul. There was much opposition to a continuation 
of the predominance of Sao Paulo in national affairs, 
and President Luis was accused of seeking to name his 
own successor, regardless of the desires of his country. 

The most powerful influence, however, in creating 
resentment against Luis and Prestes was undoubtedly 
the increasing economic depression. President Luis was 
charged with responsibility for the serious plight of the 
coffee industry,” and with favoring the coffee-planters 
in his own state of Sio Paulo, while neglecting the 
welfare of the rest of the country. The political dissatis- 
faction and unrest finally led to a revolutionary out- 





™ New York Times, Mar. 2-9, May 23, 1931. 
* Cf. Chapter VI. 
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break on October 3, the avowed purpose of which was 
to prevent the accession of Dr. Prestes to the presi- 
dency. There was some skirmishing between the revo- 
lutionists and the government troops, but no fighting 
of serious consequence, and hostilities were brought to 
an end by a military coup in Rio de Janeiro on Octo- 
ber 24, just three weeks after the outbreak of the revo- 
lution. President Luis was taken prisoner after refusing 
to resign, and control of the capital was taken over by 
a military junta. A few days later the junta transferred 
its authority to Dr. Vargas, who became Provisional 
President, and the revolution was at an end. 

For several reasons the revolutionary movement was 
slow in reaching Chile. The tradition of political sta- 
bility was stronger there, and the economic crisis in- 
duced by the decline in the price of the country’s 
principal products came later than in other parts of 
Latin America. Since 1927, under the administration 
of President Carlos Ibafiez, Chile had been ruled with 
military rigor. Exercising dictatorial powers, General 
Ibafiez had done much to improve the government. 
Useless offices were abolished, the number of provin- 
cial governments was reduced, new highways and irri- 
gation projects were constructed, and educational and 
agricultural improvements were carefully fostered. But 
along with these paternalistic undertakings, the Presi- 
dent ruthlessly suppressed political opposition by ban- 
ishing or imprisoning opponents and suspending the 
publication of hostile newspapers. He regarded labor 
organizations as subversive of order and discipline. He 
maintained a well-trained force of national police 
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(carabineros) who largely supplanted the local police 
and he also had at his beck a loyal army. 

The Chileans seemed disposed for a time to give 
President Ibafiez every opportunity to carry through his 
program of economy and industrial and cultural de- 
velopment and to show that the benefits of his dictator- 
ship made the temporary restriction of their freedom 
worth the cost. With characteristic energy the Presi- 
dent had established a national cartel (known as 
Cosach) “ in an effort to control nitrate production and 
obtain a better price for the product. The collapse of 
the plan for a new agreement between Cosach and the 
European producers of synthetic nitrates in an interna- 
tional cartel, and the consequent fall in the price of 
nitrates, may have aggravated the existing discontent. 

On July 9, 1931, there began a series of rapid Cabi- 
net changes, attended with strikes and riots and a de- 
mand for the President’s retirement. Ibafiez resisted 
until July 26 and then announced that he was turning 
over the duties of President to Pedro Opazo, President 
of the Senate, who “will succeed me with the title of 
Vice-President in accordance with Article 66 of the 
constitution of the Republic.’** General Ibafiez took 
refuge in Argentina. His successor, Sefior Opazo, was 
related to him by marriage, and whether or not this 
relationship proved a handicap, Sefior Opazo soon re- 
signed and Dr. Juan Esteban Montero, the Premier, 
then became Acting President, as the constitution pre- 
scribed. At a national election on October 4, Dr. 





“Cf. Chapter VI. 
* New York Times, July 27, 28, 1931. 
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Montero was the candidate of the Moderate and Con- 


servative parties for the presidency and received about 
6o per cent of the total vote. The careful observance 
of the legal requirements during the numerous changes 
of government and the absence of anything resembling 
a coup d’état were regarded as attesting the strength 
of the Chilean constitution. 

Cuba has the distinction of being the only Latin 
American country in which a revolutionary movement 
in 1930-31 did not succeed. While the revolution 
failed, the cost in bloodshed and political demoraliza- 
tion was greater than in other countries where upris- 
ings were successful. The outbreak came in August, 
1931, and had been brewing for a number of months. 
As early as November 11, 1930, President Gerardo 
Machado found it necessary to appoint military su- 
pervisors in every district to suppress disorder, and 
two days later he proclaimed martial law throughout 
the island.” . 

Similar measures were employed during February 
and March, 1931, but on April 17 it was announced 
that military control had ended. In June, however, the 
political agitation had increased to such an extent that 
press censorship was restored, and on August ro mar- 
tial law for the whole Republic was again declared.” 

Meantime, a considerable force of rebels was gather- 
ing under the leadership of a former President, Mario 
G. Menocal. President Machado, once a military 
officer, assumed personal direction of the campaign 





1° New York Times, Nov. 12, 14, 26, 1930. 
* Ibid., Aug. 10, 1931. 
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against the insurgents and conducted the operations 
with vigor. He scored a quick success when on August 
14 Menocal and other leaders were captured. Sporadic 
fighting continued during the next ten days, with the 
government troops uniformly successful. The last of 
the insurrectionist leaders surrendered on August 31. 
The total number of prisoners captured during the hos- 
tilities was officially reported as 2,000, and there were 
also many casualties among both the government 
troops and the insurgents.”* 

President Machado returned to Havana on August 
22, before the last of the fighting was over, and gave 
his immediate attention to a program of economic and 
political reform. He urged constitutional amendments 
which would meet the grievances of his opponents and 
would provide for a presidential election in 1932, thus 
bringing his own term to a close in 1933. He had been 
elected for a term ending in 1935. Before the outbreak 
of the revolution, the opposition had been insisting on 
an early election. The changes suggested by the Presi- 
dent were approved by the Cuban House of Represen- 
tatives on September 17, but were not acted upon by 
the Senate. 


3. SALIENT FEATURES OF THE REVOLUTIONS 


The revolutions have been interpreted as the result 
of a widespread movement toward liberalism in gov- 
ernment. In a sense this is true: there were illiberal 
governments in the revolting countries, and in most 





* Charles W. Hackett, “The Cuban Revolution Fails,” Current History, 
XXXV, 110-12, Oct., 1931. 
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cases they were overthrown. Most of them had indeed 
developed a kind of arbitrary one-man rule. Yet, au- 
tocracy was no new thing in Latin America, and it does 
not suffice to explain the quick succession of uprisings, 
in some cases directed against rulers whose authority 
had recently been confirmed by large majorities. 

The existing governments had become unpopular, 
not merely because the people were demanding a 
greater voice in administration, but also because the 
people were harassed by the harder struggle to live and 
were disposed to blame those in power for some meas- 
ure of their troubles. The governments, handicapped 
by growing deficits, were unable to maintain their pres- 
tige or command the full respect of their citizens. It 
seems, then, that the one condition underlying all these 
political overturns was the loss of prosperity in Latin 
America. It is true that the governments which were 
attacked were vulnerable, but their shortcomings were 
an old story. If the conduct of the executives had been 
above reproach, they might conceivably have weath- 
ered the storm; if there had been no unemployment 
and no shrinkage of national income, the men in office 
might have continued the administration of affairs in 
their accustomed fashion. It seems reasonable to say, 
therefore, that bad business made bad governments 
seem acutely intolerable. 

The timing of the revolts may have been due in some 
degree to imitation. The success of the first revolts 
spurred the opponents of governments in other coun- 
tries to take similar action. Yet these early examples 
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would not have been followed unless there had been 
discontent with the existing political régimes. Owing 
to the control of elections by the party in power, this 
discontent could often find effective expression only 
through revolution. In Peru and Brazil, for example, 
the governments which were overthrown had only 
recently received large majorities in the national 
elections. 

The revolutionary movements had many features 
in common. The most striking thing about them was 
their almost uniform success. The Cuban revolt was the 
only one that failed to bring about a change of govern- 
ment, and it at least brought the promise of reforms 
which would remove many of the grievances of the in- 
surgents. The movements were unlike the traditional 
Latin American insurrections. They were popular up- 
risings and not merely warfare between political chief- 
tains. Some of them were bloodless, and only in the 
Cuban revolt did the casualties reach serious propor- 
tions. In several instances, as in Panama, Chile, and 
Ecuador, the revolutionists took special pains to adhere 
as Closely as possible to constitutional procedure, so 
that the legality of the new government might not be 
challenged and recognition by other governments 
might be the more readily obtained. A notable feature 
of these revolts was the part played in them by the 
students, who displayed an interest in self-government 
and in political betterment and a readiness for self- 
sacrifice which were unprecedented.” 





*C. H. Haring, “Revolution in South America,” Foreign Affairs, IX, 
277-96, Jan., 1931. 
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4. AMERICAN RECOGNITION POLICY 


The new régimes set up in Bolivia, Peru, and Argen- 
tina were recognized by the United States on Septem- 
ber 18, 1930. In announcing his decision to accord 
recognition to these governments, Secretary Stimson 
stated that the evidence showed that they were “‘in con- 
trol of their respective countries and that there is no 
active resistance to their rule.” Each of the govern- 
ments, moreover, had “also made it clear that it is its 
intention to fulfill its respective obligations and to hold 
in due course elections to regularize its status.” Mr. 
Stimson added that he had deemed it wise to act 
promptly in order that in the existing economic situa- 
tion there might be no embarrassment to these coun- 
tries in establishing normal intercourse with the rest 
of the world.” 

The government which had been recognized in Peru 
lasted only about six months. On March 12, 1931, the 
new Ocampo government, which had succeeded that of 
Colonel Sanchez Cerro, made overtures for recognition 
by the United States, and on May 20, after the State 
Department had satisfied itself that the new régime 
met its requirements, recognition was formally ex- 
tended. 

The overthrow of President Irigoyen of Argentina 
brought about a distinct change in the relations be- 
tween that country and the United States. The former 
President had shown a marked coolness toward the 
American government. When President-elect Hoover 





* State Department Press Release, Sept. 17, 1930. 
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planned his good-will tour of Latin America, Irigoyen 
delayed so long in extending him an invitation to visit 
Argentina that Dr. Manuel E. Malbran, the Argentine 
ambassador at Washington, made a hurried visit to 
Buenos Aires to protest. For this act of presumption he 
was summarily relieved of his duties, and no successor 
was appointed. Within two days after taking office, 
General Uriburu, in an interview by radio granted to 
the New York Times, announced his purpose to pro- 
mote better relations between Argentina and the 
United States and declared that he would appoint an 
ambassador to the United States within twenty-four 
hours after his government was recognized at Wash- 
ington. Soon after obtaining this recognition, General 
Uriburu reappointed Dr. Malbran to the post from 
which he had been removed by Irigoyen. 

After the revolution in Brazil, the new government 
was accorded almost immediate recognition by about 
a dozen states, but recognition by the United States was 
postponed until November 8. The American govern- 
ment was somewhat embarrassed because on October 
22, only two days before the overthrow of President 
Luis, it had declared an embargo on the shipment of 
arms to the revolutionists.” This was in accord with 
the policy of withholding shipments of arms to rebels 
without the status of belligerents and of admitting such 
shipments to recognized governments. The same policy 
had been followed in the case of Mexico in 1929 with 
satisfactory results, but now, in the case of Brazil, the 





= State Department Press Release, Oct. 22, 1930; New York Times, 
Oct. 23, 24, 1930, 
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Administration had placed an embargo on the ship- 
ment of arms to the revolutionary faction which a few 
days later it recognized as the de facto and de jure 
government. 

In resorting to this embargo, the Administration was 
evidently complying with its treaty obligations and 
with the precedents it had followed under similar con- 
ditions in other countries. In this instance, however, 
there were unusual circumstances concerning which it 
possessed inadequate information, possibly because of 
the absence of the American ambassador from Rio de 
Janeiro during the revolution. On the other hand, in 
recognizing the new régime with reasonable prompt- 
ness, the Department of State once more gave evi- 
dence that it had returned to the former practice of 
establishing official relations with any government that 
appeared to be in full control and undertook to ful- 
fill its international obligations. 

In the case of Chile the State Department of the 
United States took cognizance of the adherence of the 
movement to the prescribed constitutional procedure, 
and announced after the retirement of President Ibafiez 
that the question of recognizing the new régime 
was not involved, because the government had been 
changed by lawful methods and the recognition previ- 
ously given still remained in effect.” 

The troubles in Cuba were viewed by the United 
States government with no little apprehension because 
of the large American interests in the island and the 
obligations of the government under the Platt Amend- 





* United States Daily, July 30, 1931. 
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ment. From the beginning, however, the State Depart- 
ment followed the same course pursued in the case of 
other revolutions in Latin America, and maintained an 
attitude of strict neutrality. As early as October 3, 1930, 
Secretary Stimson had announced that while the gov- 
ernment was mindful of its obligations, these did not 
require intervention unless a condition of virtual an- 
archy should develop in Cuba. During the revolution, 
the Acting Secretary of State, William R. Castle, Jr., 
repeatedly affirmed the purpose of the United States to 
abstain from intervention.” The impartiality of the 
American ambassador to Cuba, Harry F. Guggenheim, 
won the commendation of the influential newspaper, 
Diario de la Marina, which declared that “the United 
States wants the Cubans to decide their matters for 
themselves. It is most encouraging for nationalistic sen- 
timent, since it implies ostensible recognition of the 
Cubans.”** 

The rapid succession of changes in government in 
Latin America thus gave the United States an opportu- 
nity to demonstrate repeatedly that it was neutral and 
disinterested and to show that it had returned to the 
time-tested recognition policy first announced by 
Thomas Jefferson in 1792; namely, that “every nation 
has a right to govern itself internally under what form 
it pleases, and to change these forms at its will.”*° This 





* United States Daily, Aug. 11, 1931; New York Herald Tribune, Aug. 
22, 1931. 

* Quoted in New York Times, Aug. 30, 1931. 

* See the speech of Secretary Stimson, delivered Feb. 6, 1931, before the 
Council on Foreign Relations. Reprinted in Foreign Affairs, IX, special 
supplement, Apr., 1931, and reproduced in part as Appendix II of this volume. 
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policy had been abandoned by Secretary Bryan in deal- 
ing with Mexico in 1913. The American government 
then acted on the assumption that recognition of a 
government implied moral approval of its acts. The 
results of this new policy were not happy, and the prac- 
tical demonstration of a return of the United States to 
its original policy was not lost on the neighboring 
American republics. 

Whatever constructive results the revolutions may 
have had, they did not correct the economic conditions 
which were partly responsible for these political over- 
turns. The immediate effects were depressing to the 
exchanges and injurious to private and public credit 
in the countries affected. The revolutions could not al- 
leviate the depression in Latin America by correcting 
overproduction and checking the deflation of commod- 
ity prices. Movements directed toward that end were 
undertaken in other ways, and these efforts at stabiliza- 
tion call next for consideration. 





For a different view, see Norman H. Davis, ““Wanted: A Consistent Latin 
American Policy,” Foreign Affairs, 1X, 547-68, July, 1931. 
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CHAPTER SIX 


ATTEMPTS AT ECONOMIC STABILIZATION 


WHILE the downward trend of commodity prices led 
to budgetary difficulties, to defaults on public debts, 
and in some cases to the overturn of governments, it 
also stimulated efforts at international economic col- 
laboration. Even before the world depression had be- 
gun, the prices of many basic commodities had declined 
sharply, and there were attempts by different countries 
to readjust supply and demand. This was done at 
first with little regard to world conditions. Higher 
tariffs, embargoes, export restrictions, and govern- 
ment-aided cartels were the means most frequently 
employed. 

Experience showed that when some of these measures 
were employed by single countries, they were likely to 
prove futile if competing areas did not resort to similar 
methods of control. When, for example, the govern- 
ment of the British East Indies imposed restrictions on 
rubber exports, the rival Dutch plantations reaped tem- 
porary advantages. In like manner, when the Brazilian 
government restricted shipments of coffee, it gave com- 
petitors in Colombia new market opportunities. It be- 
came evident that if a country did not have a virtual 
monopoly of the commodity which it sought to control, 
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its plan would not be successful unless it were devised 
on more than a national scale. 


I. STABILIZATION PROGRAMS UNDER LEAGUE AUSPICES 


In 1931 two conterences for promoting stabilization 
in Europe by international action were held at Geneva 
under the auspices of the League of Nations. The Con- 
ference for Concerted Economic Action convened in 
March for its second session; it had been organized in 
February, 1930, with thirty nations represented. Its pur- 
pose was to attain a greater degree of stability in inter- 
national trade by means of a tariff truce; that is, by an 
agreement among the nations to refrain for a fixed 
period from increasing their customs duties. At the first 
meeting, eighteen of the states represented signed a con- 
vention, but only after it had been so weakened by 
amendments that it was of doubtful value as a stabiliz- 
ing measure. The second session was called to salvage 
what was left of the agreement, since only fourteen 
states had as yet ratified it; but the delegates failed to 
agree on the date or on the mode of procedure for mak- 
ing the tariff truce effective, and the project was finally 
abandoned." Its end seems to have been hastened by the 
action of the United States in increasing its tariff rates 
iN 1930. 

In January, 1931, and again in May, the Commis- 
sion of Enquiry for European Union, organized to fur- 
ther the Briand project for a united Europe, met in 





* Commerce Reports, Apt. 20, 1931, 133; League of Nations Publications, 
C. 149. M. 48. 1931. II. B.; C. 269. M. 124. 1931. II. B.; C. 655. M. 270. 
1930. II. 
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Geneva. At these sessions, instead of considering a 
plan of union, the Commission devoted its attention 
mainly to problems arising out of the economic depres- 
sion as they affected Europe, but its work proceeded 
little beyond the appointment of committees to con- 
sider crop surpluses and agricultural credits in the 
agrarian states of Eastern Europe. 

These meetings may be regarded as an outgrowth of 
the International Economic Conference of 1927. That 
was a notable gathering of business leaders, econo- 
mists, and representatives of labor and agriculture, 
having for its object the correction of the tendency of 
the European nations to resort to fighting tariffs and 
other artificial restrictions on trade. Its recommenda- 
tions for tariff revision by unilateral, bilateral, and 
multilateral action bore little fruit. Some attempt, how- 
ever, was made in 1927 and 1928 to carry out its sug- 
gestions at meetings of the International Conference 
for the Abolition of Import and Export Trade Prohibi- 
tions and Restrictions. Thirty-five nations pattici- 
pated, and nineteen, including the United States, 
signed a convention calling in general terms for the 
abolition of trade prohibitions. The signatories, how- 
ever, attached many reservations, and as a sufficient 
number of ratifications could not be obtained within 
the specified time limit, the agreement lapsed. Then 
came the futile efforts in 1930 and 1931 for a tariff 
truce, as already described. 

After May, there were no further stabilization con- 
ferences during 1931 under League auspices. The at- 
tention of European statesmen was centered in later 
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months on the more urgent problems created by the 
financial crisis which swept first over Austria and then 
over Germany and Great Britain.” The effort to pro- 
mote stabilization by formal conferences at League 
headquarters in Geneva gave way to emergency con- 
ferences in Paris, London, Berlin, and Basle. 


2. REGIONAL TRADE AGREEMENTS 


While the various projects for general stabilization 
agreements proved abortive, some progress was 
achieved through regional negotiations. At a confer- 
ence in Oslo in December, 1930, Belgium, Denmark, 
Luxemburg, the Netherlands, Norway, and Sweden 
agreed not to increase their tariffs for a year without 
giving due notice to each of the contracting govern- 
ments. They also agreed to support further interna- 
tional efforts to remove trade obstacles and to investi- 
gate the feasibility of extending the principle of their 
own agreement to other matters affecting their eco- 
nomic interests.* This may be regarded as a by-product 
of the many conferences in Geneva aimed at a tariff 
truce. 

In the meantime, Great Britain had suggested simul- 
taneously to a number of European governments that 
they reduce their duties on certain important products, 
especially machinery and textiles, by 25 per cent, and 
that the British government would undertake to main- 
tain its low rates, perhaps even to make further con- 
cessions. Nothing resulted from this proposal, and 





* Cf. Chapters VII and VIII. 
* Commerce Reports, Jan. 12, Apr. 20, 1931. 
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Great Britain herself later turned to a protective tariff. 
On the other hand, bilateral agreements providing for 
reciprocal tariff reductions were negotiated by Ger- 
many and Rumania in June, 1931, and by Germany 
and Hungary and by Austria and Hungary in July. The 
Austro-German customs union, announced in March, 
after precipitating much controversy,* was formally re- 
nounced by the contracting governments on September 
3, two days before the World Court delivered an ad- 
visory opinion that the agreement violated the Geneva 
protocol of 1922.° 

While the economic distress prevailing during 
1930-31 thus led to various movements for the pro- 
motion of freer commercial intercourse by codperative 
action, these movements did not represent the real trend 
of affairs. Each country was concerned primarily with 
relieving its own domestic condition, and under the 
pressure of increasing economic nationalism the usual 
mode of relief was to impose new trade restrictions. 
The sporadic attempts at concerted economic action 
seemed to reflect an underlying opinion that the meas- 
ures taken by various governments acting independ- 
ently did not provide the ultimate solution of the 
problem. The few regional agreements among Euro- 
pean countries marked at least a step in the direction 
of the development of a broader commercial policy. 
That perhaps was as much as could be expected at a 
time when increasing unemployment and declining 





“Cf. Chapter VII. 
®* New York Times, Sept. 4, 6, 1931; Foreign-Relations Bulletin No. 9 of 
the American Foundation. 
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trade gave rise to demands for preserving the home 
market exclusively for domestic manufacturers. During 
the second half of 1931 the deepening of the depres- 
sion and the abandonment of the gold standard by 
many countries strengthened the insistence upon trade 
restrictions, and little more was heard of concerted 
efforts to obtain greater freedom in international com- 
merce. Great Britain’s turn to protectionism and Ger- 
many’s counter-attack with a tariff dictatorship, exer- 
cised by the cabinet, showed how the current was 
running. 

From broad projects of economic codperation we 
must now pass to more specific proposals aimed at ob- 
taining stabilization in the case of individual commod- 
ities. These undertakings had a more immediate 
bearing on international relations than did the more 
general proposals discussed at Geneva. 


3. THE WHEAT PROBLEM 


The commodity whose price fluctuations had caused 
the widest disturbance was wheat. Australia, Argen- 
tina, Eastern and Central Europe, Canada, and the 
United States had all suffered from low prices and a 
demoralized wheat market before depression appeared 
in general trade and industry. Inasmuch as all these 
regions exported wheat, the problem of controlling 
production and distribution was international. Yet the 
earliest attempts at solving it were made on wholly 
nationalistic lines. Canada set up a wheat pool. The 
United States established the Federal Farm Board, 
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charged with the promotion of the orderly marketing 
of agricultural commodities.° Germany and France, as 
producers of a considerable amount of wheat, though 
not of enough to meet their domestic requirements, un- 
dertook to protect their wheat-growers by very high 
tarifts—so high, indeed, that in 1931 wheat was selling 
in these countries at approximately three times the price 
prevailing in the world market. 

Obviously, government aid of this sort tended to 
intensify the problem presented by the glut of wheat. 
The World War had greatly stimulated production in 
non-European countries. With the return of peace, this 
increased output was needed for a time to offset the 
great decrease in the Russian crop. In 1920-25 the 
world crop showed little change from the average yield 
during the period 1900-13. In 1926, however, Russia 
began to resume its place as a great wheat-producer. 
At the same time, mechanized farming and other im- 
proved agricultural methods, along with government 
encouragement through export bounties and tariffs, 
began to carry production far beyond the pre-war level. 
The average world crop for 1926-30 was 24 per cent 
larger than that for 1900-13, and the per capita con- 
sumption of wheat in Great Britain and the United 
States was declining. 

The difficulties encountered by the small wheat- 
exporting countries of Eastern Europe in finding mar- 
kets for their grain led them to hold a series of con- 
ferences in 1930. These meetings were significant in 
that they were not held under the egis of the League 





*Cf. Chapter II. 
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and in that they led to negotiations in which such tradi- 
tional enemies as the Little Entente states and Hungary 
participated. There were five of these conferences dur- 
ing the year, with nine agrarian states of Eastern Eu- 
rope represented at one time or another. Preferential 
tariffs, retaliatory duties, customs unions, concerted 
selling, export quotas, and agricultural credits were 
among the proposals considered, but there were too 
many conflicting interests to permit the formation of 
a European agrarian union.’ Then, too, there was al- 
ways the possibility that Russia, with her increasing 
wheat exports, might spoil their best-laid plans. 

In 1931 the wheat conferences were expanded to 
include buyers as well as sellers of wheat. On February 
23, delegates from twenty-two countries met in Paris, 
and efforts were made by a system of preferential 
tariffs to develop a better market in the industrial coun- 
tries of Western Europe for Danubian grain. The 
western states accepted the proposal in principle, but 
negotiations to make the plan effective were left to the 
initiative of the several governments, and the most- 
favored-nation clauses of existing commercial treaties 
were an obstacle to its execution. 

By this time events had shown that the wheat sur- 
pluses constituted an international problem which 
could not be solved by Europe alone. So there was 
called together the World Wheat Conrerence, which 
met at Rome on March 26 under the auspices of 
the International Institute of Agriculture. Forty-six 
nations and dominions were represented, Russia 





* Bulletin of International News, Nov. 6, 1930. 
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among them. The United States had recently severed 
its connection with the Institute and sent no dele- 
gate, but the American Wheat Growers’ Association 
and the National Farmers’ Union sent unofficial 
representatives. The chief result of the conference 
was a demonstration of the insuperable difficulties in 
the way of world agreement on the wheat problem. 
The Danubian countries insisted on preferential tariffs, 
but were unable to persuade other wheat-exporting 
countries to surrender the most-favored-nation clauses 
in their treaties with the wheat-importing countries of 
Europe. One group insisted on concerted measures to 
curtail production, while another urged better market- 
ing and increased consumption as the best way out of 
the difficulty. 

While the Rome conference brought no definite 
achievement, it led the wheat-exporting countries to 
agree to hold a conference of their own in London on 
May 18 to deal with existing stocks and to make plans 
for the wheat-export season of 1931-32. In this confer- 
ence the United States was officially represented.® 
Again the difficulties proved insuperable. The Danu- 
bian states argued for an export quota for each country, 
with no restrictions as to price. The American delegates 
opposed an export quota, which they had no authority 
to accept, and urged a curtailment of production. The 
Russian delegation, on the other hand, took the posi- 
tion that the Soviet government needed to increase 
production both to meet a growing domestic demand 





*The American delegation was headed by S. R. McKelvie, a member of 
the Federal Farm Board. 
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and to export grain in payment of its purchases of 
goods abroad.° The Russians were willing, however, to 
accept a quota system, provided that it permitted their 
country to resume its pre-war status as an exporter. 

There was no way to break the deadlock. The Amer- 
ican delegation had instructions to agree only to a re- 
duction of acreage, and the Danubian countries, with 
a relatively small production, could not accept this pro- 
posal because to them a smaller acreage meant hardship 
in the event of a poor crop. The British dominions, 
moreover, objected to the preferential tariffs which 
the Danubian countries wished to negotiate with the 
industrial countries of Europe. 

Because of the huge stocks of wheat in the hands of 
the Federal Farm Board, the refusal of the Americans 
to consider an export quota was of especial significance 
to other exporting countries. In spite of the assurances 
of the American delegation that the board’s holdings 
would be disposed of only in an orderly manner, there 
was a feeling that with these millions of bushels hang- 
ing over the market any plan that failed to commit the 
United States to a limitation of its exports would be 
ineffective. The conference, therefore, was doomed to 
failure. The vast differences in the interests of the 
wheat-growing countries made a world agreement im- 
possible. The bilateral tariff agreements of Germany 
with Rumania and Hungary and of Austria with Hun- 
gary, negotiated a few weeks after the failure of the 
London conference, appeared to offer the Danubian 
states a more practical mode of relief. 





® United States Daily, May 21, 1931; New York Times, May 22, 1931. 
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4. SUGAR AS AN INTERNATIONAL PROBLEM 


Next to wheat, sugar was the agricultural commod- 
ity playing the most important réle in international 
relations during 1930-31. Beet sugar is produced in 
nearly every part of Europe. It is exported in con- 
siderable quantities from Belgium, Czechoslovakia, 
France, Germany, Hungary, and Poland. Cane sugar is 
produced mainly in the Caribbean area and in Java, 
Hawaii, and the Philippines. Among Latin American 
exports, sugar easily takes first place. Cuba supplies the 
bulk of the output, but sugar is also the principal ex- 
ported product of the Dominican Republic, of the 
British and French West Indies, and of Porto Rico. 

During the World War the production of European 
beet sugar was reduced by two-thirds, and under the 
stimulus of high prices the Cuban producers increased 
their output by 60 per cent. This expansion, however, 
did not offset the European curtailment, and in 1920 
raw sugar sold for a short time at slightly more than 
22 cents a pound.” The post-war deflation of 1921 
sent the price down to 3 cents, but this was still profit- 
able to many Cuban producers. When in the ensuing 
recovery of general business the price rose above 5 
cents, the Cuban output, as well as that of Java, was 
increased further. 

At the same time the European beet-sugar industry 
was steadily recovering from the effects of the war. 
Under the encouragement of the higher tariff imposed 





* European production fell from 8.3 million tons in 1912-13 to 2.6 
million tons in 1919-20. Cuban production meantime rose from 2.5 million 
to 4 million tons. 
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by the United States in 1922, production was likewise 
stimulated in this country and in its island possessions, 
Porto Rico, Hawaii, and the Philippines. The result of 
this world-wide expansion was a sharp decline in the 
price, which during October, 1925, averaged 2.14 cents. 
For all producing countries, except perhaps Java, this 
was less than the average cost of production. During 
the next three years the Cuban government undertook 
to solve the problem without the codperation of other 
countries. It imposed a series of drastic restrictions 
which finally lowered the peak output of five million 
tons, attained in 1925, by about 20 per cent. These 
measures were intended primarily for the relief of the 
small Cuban-owned mills, which operated at higher 
cost than the larger plants of the American companies. 
These restrictive measures, however, were offset by in- 
creased production elsewhere, especially in Europe, 
where bounties and high tariffs were bringing the in- 
dustry back to its pre-war status.” | 

It became evident, therefore, that something was 
needed besides Cuba’s lone efforts to correct the mal- 
adjustments in the sugar industry. The problem, like 
that presented in the case of wheat, was clearly inter- 
national. Yet there was no direct movement toward 
international codperation until the Cuban Export Cor- 
poration, a marketing organization for handling all 
Cuban sugar not sold to the United States, began to 





™ In 1925 both Great Britain and the Irish Free State granted bounties for 
the production of beet sugar. The production in Great Britain in 1929-30 
was 360,000 tons, compared with an average of only 3,000 tons from 1909 
to 1913. See the Special Report on Bounties by the U. S. Tariff Commission, 
Oct., 1929 (published only in mimeographed form). 
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undersell the European beet-sugar producers in their 
own markets. The outcome was a conference at Paris 
of Cuban, German, Polish, and Czechoslovakian pro- 
ducers. They sought to achieve a curtailment of ex- 
ports, but nothing tangible resulted because the Javan 
industry, which had lower production costs, refused to 
codperate.” 

The Cuban government, lacking financial resources, 
was compelled to abandon its restrictions for the crop 
of 1928-29. Asa result, the average price in June, 1929, 
was only 1.64 cents. This brought about new efforts 
for the control of the crop of 1929-30 by means of a 
single selling agency. In anticipation of this control the 
price rose in October to 2.3 cents, a level at which the 
most efficient producers could probably break even. 
The improvement, however, did not last long. The 
large crop, the heavy carry-over, and the general pres- 
sure on all commodity prices in 1930 were too much 
for the selling agency to contend with. From 2.3 cents 
in October, 1929, a price which was below production 
costs for most of the Cuban industry, the price sank to 
1.08 cents in October, 1930. This was a decline of 53 
per cent during the year. During 1930-31 the average 
price was approximately 1.5 cents. This was unprofit- 
able even in Java. The unfavorable condition of the 
Cuban industry was intensified by the new American 
tariff act of 1930, which raised the duty from 1.76 cents 
to 2 cents on the grade of sugar most commonly im- 
ported into the United States. 





“Clifford L. James, “International Control of Raw Sugar Supplies,” 
American Economic Review, XXI, 481-97, Sept., 1931. 


[8x] 





For a time the American companies operating in 
Cuba did not regard the deflation of sugar prices as an 
unmixed evil. They believed it would eliminate the 
small and inefficient mills and thus aid in the stabiliza- 
tion of the industry. They had been indifferent to 
the government’s stabilization schemes. But the per- 
sistence with which prices remained below a profitabie 
level finally brought those companies to support the 
Cuban plan to market the crop of 1929-30. When this 
plan collapsed, they rallied behind a new proposal 
for the control of the marketing of raw sugar by the 
joint action of the chief exporting countries. This proj- 
ect had also the strong support of the American and 
Canadian banks which had financed some of the sugar 
companies in Cuba. 

Out of this movement came the so-called Chad- 
bourne Plan, which, after nearly a year of negotiations, 
was signed at Brussels on May 9, 1931."* Seven sugar- 
exporting countries—Cuba, Java, Poland, Germany, 
Hungary, Belgium, and Czechoslovakia—were in- 
cluded in the agreement. The plan fixed a definite ex- 
port quota for each country for five years. There was a 
sliding-scale arrangement under which the quota was 
to be increased with each successive rise of one-fourth 
of a cent in the market price. Its administration was 
vested in an International Sugar Council, composed of 
representatives of the sugar industry of each country. 





* The plan was named after Thomas L. Chadbourne, a New York lawyer, 
who, as spokesman for the Cuban-American interests, was largely instru- 


mental in obtaining the consent of producers in other countries to the 
agreement. 
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Their voting power corresponded with the relative im- 
portance of each country as a producer. 

The United States, although a large sugar-producer, 
is not a sugar-exporting country. Thus the sugar indus- 
try was not a party to the agreement. Nevertheless, an 
informal understanding was reached between the pro- 
ducers in the United States and those in Cuba, under 
which Cuban exports to the United States were to be 
limited during the first year of the agreement to 2.5 
million tons and to be increased thereafter only in 
proportion to the gain in American consumption. Dur- 
ing the first three years the American producers were 
not to exceed their output of 1929-30. 

The restriction of Cuban exports to the United States 
was expected to remove the clamor of American pro- 
ducers for further protection and to give the Cuban 
producers an assured market in the country of greatest 
consumption. The agreement of American producers 
in continental United States to limit their output in- 
volved no great change in their industry, because pro- 
duction for some years had been stationary or even 
slightly decreasing. The restrictions on output in the 
island possessions of the United States were of much 
more importance, because production there was greatly 
stimulated by the absence of American tariff duties 
against their sugar. 

After the adoption of the Chadbourne Plan, sugar 
prices became somewhat firmer, but in September, 
1931, they were still 20 per cent below the average for 
1926, and a full cent below the level which the most 
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efficient producers in Cuba had found to be profitable. 
The plan, however, offered an excellent test of the 
workability of such agreements on a world-wide basis. 
It was important also in its provisions for safeguarding 
consumers by automatically increasing the market sup- 
ply as prices advanced. At the end of 1931 it was still 
on trial. Developments in the sugar industry were 
being closely watched by producers of other basic com- 
modities who were likewise vexed with the problems 
of overproduction and low prices. 


5. THE “DEFENSE” OF COFFEE 


The attempts to stabilize the price of coffee were in 
striking contrast with those employed in the case of 
sugar. Before the recession of 1930-31, coffee made up 
nearly three-fourths of the value of the exports of 
Brazil, Colombia, Guatemala, and Haiti. Brazil sup- 
plied nearly two-thirds of the world production, but 
Colombian coffee, because of its mildness and flavor, 
was improving its position in the American market. 
Between March, 1929, and September, 1931, the price 
of Santos No. 4 coffee dropped from 24.5 to 7.75 cents 
per pound, or 68 per cent, while the best grades of 
“mild” from Colombia declined from 26.5 to 17 cents, 
or about 36 per cent. The recession in coffee prices, 
therefore, was in a peculiar sense a Brazilian problem. 

For many years Brazil’s exports of coffee to the 
United States sufficed to pay for all her purchases from 
the United States and Great Britain,* and the sharp 





* National Industrial Conference Board, A Picture of World Economic 
Conditions in the Early Fall of 1931, 93-94. 
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decline in coffee prices had a serious effect on her pur- 
chasing power and on the burden of her external debt. 
Her economic difficulties were accentuated by the te- 
sults of a coffee valorization plan under which at first 
the federal government of Brazil and later the state of 
Séo Paulo undertook to regulate the marketing in order 
to obtain better prices. Beginning in 1905, the valori- 
zation of coffee was tried in several different ways.” 
The earlier methods met with some measure of success 
in maintaining prices, and the producers undoubtedly 
benefited without exacting undue prices from the con- 
sumers.'® The chief effect, however, of the valorization 
scheme of 1925-30 was to stimulate production far 
beyond the world’s normal consumption and to pile up 
stocks and depress prices. Unlike the earlier projects, 
which were planned as expedients for the relief of a 
temporary condition, this last valorization program was 
designed for the “permanent defense” of coffee. The 
regulation of marketing was provided through an ex- 
tensive system of state-owned warehouses, and the Sio 
Paulo Coffee Institute (at first designated as the Insti- 
tute for the Permanent Defense of Coffee) was set up 
to administer the machinery of distribution and credit. 
Equipped with a loan of ro million pounds floated in 
London in 1926 and guaranteed by the state of Sio 





* There were four valorization projects; namely, those of 1905-08, 
1917-20, 1921-23, and the “permanent defense” of 1925-30. In the 
valorization of 1921-23 the central government played the leading part. 
In the others, the state of Sao Paulo did so. 

*B. B. Wallace and L. R. Edminster, International Control of Raw 
Materials, 133-50. 
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Paulo,” the Institute began to finance the defense op- 
erations, which became increasingly complicated and 
expensive as production expanded. 

From 1927 to 1929, new loans reaching a total of 15 
million pounds to assist in further defense operations 
were floated in London. The planters of Sado Paulo 
were required to ship all their coffee to the state ware- 
houses, where its disposal came under the complete 
control of the Institute, and they received advances 
up to 75 per cent of the current market value of their 
deliveries. With the aid of successive foreign loans, the 
Institute was able for a time to maintain prices at a 
relatively high level, but this eventually resulted in 
production far beyond the world demand. Colombia 
and other competing countries not only benefited from 
the temporarily higher prices, but the Brazilian restric- 
tions gave them an opportunity to gain a wider dis- 
tribution for their own coffee. Before the World War 
Brazil furnished 70 per cent of the world’s coffee, but 
under the “permanent defense” scheme her share de- 
clined to 6o per cent.”* In effect, therefore, the state of 
Sao Paulo was lending its credit and pledging its reve- 
nues to stimulate the business of competing countries. 

Coffee production in Brazil rose from an average of 
15 million bags’ to a bumper crop of 28 million bags 
in 1927-28. As world consumption in this period re- 
mained fairly constant at about 23 million bags, the 





7 American participation in this loan was prevented by objections from 
the State Department, though a portion of the London bond issue eventu- 
ally reached the United States. 

* Commerce Reports, Feb. 16, 1931. 

” A bag of coffee weighs 132 pounds, 
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accumulation of huge surpluses in Brazilian ware- 
houses was an inevitable result. When the Institute be- 
gan operations, the world’s visible supply of coffee 
amounted to about 10 million bags. By January 1, 1931, 
the supply had increased to more than 29 million bags, 
the bulk of which was held in the warehouses of Bra- 
zil.”” The Institute held coffee off the market to such an 
extent that in the later days of its operations a crop did 
not reach the market until two years after it was picked. 

The carrying of these huge supplies was a severe 
strain on the financial resources of the Institute. As 
already indicated, the pressure of these large holdings 
also led to the collapse of prices in 1929-31. The only 
way in which the Sio Paulo government could obtain 
further credits from foreign banks was by agreeing to 
hold no further crops off the market and to dispose of 
the existing holdings within a definite period. Under 
such an arrangement the state in 1930 obtained an ad- 
ditional loan of 20 million pounds, the American share 
of which amounted to 35 million dollars. The loan was 
secured by a pledge of 16.5 million bags of coffee, 
valued at 180 million dollars, of which 10 per cent 
were to be sold each year for the amortization of the 
loan. The interest payments were to be obtained from 
a special tax on all coffee transported for export within 
the state of Sdo Paulo.” This arrangement meant the 
breakdown of the latest experiment in coffee val- 
orization. 





* Report submitted to the Brazilian government by Sir Otto E. Niemeyer, 
Pp. 24. 
= Wallace and Edminster, op. cit., 161; New York Times, Apr. 27, Oct. 
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On May 17, 1931, President Vargas called an Inter- 
national Coffee Congress, which convened in S40 Paulo 
and deliberated for several weeks without reaching any 
important conclusions.” Of more practical importance 
was a conference of the coffee-producing states of 
Brazil held in April. Representatives of Sio Paulo, 
Minas Geraes, Parana, Espirito Santo, and Rio de 
Janeiro signed a convention levying a charge of ro 
shillings in gold per bag of coffee in addition to the 
various export duties and taxes already imposed. The 
proceeds of this tax were to be used in buying and de- 
stroying excess stocks of low-grade coffee. A Council of 
the Coffee States was set up to execute the agreement, 
and in May it began to purchase coffee for destruction. 
At the end of October it reported that 2,217,000 bags of 
coffee had been burned.” 

The Brazilian government made still further efforts 
to reduce by barter its large stocks of coffee, and in 
August it reached an agreement with the Federal Farm 
Board to exchange 1,275,000 bags for 25 million bush- 
els of American wheat. This arrangement was not 
pleasing to Argentina, the country which for years had 
had little competition in the Brazilian market for 
breadstuffs. Nor was it regarded with favor by the 
coffee-importers in the United States, who were dis- 
turbed at the sight of the Federal Farm Board in the 
role of a potential competitor. The American millers 





= Commerce Reports, July 6, 1931. This conference was not the first 
effort to reach an international understanding concerning the coffee problem. 
The same countries were represented at a conference in 1902. 

* Commercial and Financial Chronicle, CXXXIII, 2832; CXXXII, 3424, 
Oct. 31, 1931; May 9, 1931; New York Times, May 13, 1931. 
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protested because the exchange was made with wheat 
rather than with flour, and the shipping interests pro- 
tested because there was no stipulation that American 
ships should be used in transporting the bartered com- 
modities. All this illustrated the endless complications 
which may arise in an apparently simple economic 
transaction if it carries any element of novelty. 
Whatever may have been accomplished by the 
earlier plans of coffee valorization in stabilizing prices 
and preventing disaster to the producers, the results 
of the “permanent defense” program seemed to show 
that the benefits to be obtained from such methods were 
limited, and that there was always a danger that the 
system might defeat its own purpose. The Brazilian 
experiment of 1925-30 resulted temporarily in higher 
prices, but in the end it brought overproduction, in- 
creased foreign competition, heavy debts and taxation, 
and it proved to be a source of international friction. 


6. THE AFTERMATH OF RUBBER STABILIZATION 


The Brazilian attempt to solve the coffee problem 
presents a number of interesting parallels to the British 
plan to stabilize the price of rubber. In December, 
1931, the price of rubber touched the lowest point in 
history; the New York quotation fell to 4.3 cents per 
pound. This was the sequel to the British stabilization 
experiment of 1922-28. The significance of the low 
price will be better understood by recalling that in 
1922 a price of 16 cents was regarded as ruinous, and 
that it was this price which led the British government 
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in the East Indies to impose drastic regulations with a 
view to saving the producers from bankruptcy. Under 
the government’s curtailment of exports, the price 
steadily advanced until it reached an average of 72 
cents during 1925. 

This high price provoked irritation and some politi- 
cal agitation in the United States, where over two- 
thirds of the world’s rubber output was consumed. 
Congress undertook an investigation and American 
manufacturers began to use reclaimed rubber. Mean- 
time, the Dutch East Indies, which were not subjected 
to restrictions, took advantage of the curtailment by 
their rivals and increased their output, and it became 
evident that the British plantations were denying them- 
selves a market for part of their produce in order to 
enrich their competitors. 

Under the increasing production of the Dutch plan- 
tations, prices began steadily to recede. The British 
increased their restrictions, but to no avail. The average 
price in 1928 was 22 cents, and the British restrictions 
were then abandoned. The average price was 20 cents 
in 1929, and 12 cents in 1930. In 1931 it receded from 
8 cents in January to 4.3 cents near the end of the year. 

Beginning in November, 1929, there were from time 
to time negotiations between the British and Dutch in- 
terests looking to the restriction of output. No agree- 
ment was reached. The Dutch East Indian Planters 
Association on October 26, 1931, appealed to their 
government for help, but Governor-General De Jonge 





“In July and again in November of that year, the New York price for 
a brief period was above a dollar per pound. 
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was reported to be opposed to restrictions by the gov- 
ernment authority.” 

In the long run the British effort to stabilize the price 
of rubber, like the Brazilian experiment with coffee, 
did more harm than good to those it was designed to 
help. The two cases are in several respects alike. Both 
were designed to meet overproduction and ruinously 
low prices; both were partly successful in their initial 
stages; both failed in the end because they did not pro- 
vide for international codperation and because both 
tended to stimulate domestic production as well as 
competition by other countries. Both caused interna- 
tional friction. The British plan of control not only 
intensified immediate competition by the Dutch East 
Indies, but played some part in the development of 
future competition through the establishment of Amer- 
ican plantations in Liberia and Brazil. 


7. EFFORTS TO CURB THE FLOW OF OIL 


Petroleum, like rubber, has been a source of inter- 
national trouble.** In 1931, however, because of the 
overproduction and cheapness of this commodity, it 
presented a different sort of problem from that of a 
decade before. Then the world supply seemed much 
nearer exhaustion and the leading commercial nations 
were keeping a jealous eye on one another as they com- 
peted for favored positions in the oil-bearing regions. 
The problem in 1930-31 was not to find more oil, but 





*= Commercial and Financial Chronicle, CX XXIII, 2831, Oct. 31, 1931. 
* For details of the petroleum controversy between the United States and 
Mexico, cf. Survey of American Foreign Relations, 1931, 121-64. 
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to curtail the surplus output and, if possible, to check 
the drastic deflation of prices. This problem especially 
affected the United States and the oil-producing re- 
gions of Latin America. 

As an article of export, petroleum takes first place 
in Venezuela and Peru, second place in Colombia, and 
third place in Mexico. Suitable indices of the prices of 
petroleum from these areas are not available, but the 
decline in the American price in the Kansas-Oklahoma 
field from $1.18 a barrel in July, 1930, to approxi- 
mately 24 cents in July, 1931, is an indication that these 
countries also felt the effects of the deflation, even 
though the operation of the oil industry within their 
territory is largely in foreign hands. In the years imme- 
diately preceding 1930-31, petroleum constituted over 
70 per cent of the exports of Venezuela, 35 per cent of 
the exports of Peru, and 20 per cent of the exports of 
Colombia. Mexican production began to decline stead- 
ily after 1921, and the output in 1930 was only about a 
fifth of that of a decade earlier. Venezuela’s production 
increased as that of Mexico declined, and as producers 
the two countries have practically changed positions 
since 1925. 

The break in petroleum prices in the United States 
was much greater than that in the general price aver- 
age. It was the result of an enormous increase in domes- 
tic production rather than of increased Latin American 
competition. Between 1922 and 1930 the volume of 
petroleum imports was actually reduced by one-half, 
while the domestic output increased 65 per cent. The 
United States in this period produced about 70 per cent 
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of the world supply and was a heavy exporter of pe- 
troleum products.” 

The overproduction of oil resulted largely from 
progress in the technique of discovering new sources of 
supply and from more efficient methods of extracting 
and refining the crude product. In spite of the steady 
increase in consumption after 1925, the oil companies 
in the United States were troubled with increasing 
stocks and declining prices.* Various curtailment 
measures were attempted in 1931. The federal govern- 
ment was not involved in these. Two years earlier, how- 
ever, the American Petroleum Institute, an organization 
of the leading producers, in consultation with the 
Federal Oil Conservation Board,” had devised a plan 
for curtailment under federal supervision. On the ad- 
vice of the Attorney-General of the United States the 
federal authorities declined to participate in a final 
agreement, as in the Attorney-General’s opinion their 
sanction would be an assumption of authority they did 
not possess, and would confer no privileges that were 
inconsistent with the anti-trust laws.*° 

In the meantime, Oklahoma, Texas, Kansas, Califor- 
nia, and New Mexico had given legal sanction to 
agreements for the restriction of output within their 
respective jurisdictions, but since these measures de- 





*" Cf. International Trade in Petroleum and Its Products (U. S. Department 
of Commerce, Trade Promotion Series, No. 8, 1929). 

*In the decade 1920-30, consumption in the United States increased 286 
per cent, while stocks of crude oil and of gasoline increased respectively 
187 and 354 per cent. 

* The Federal Oil Conservation Board, consisting of the Secretaries of 
War, the Navy, the Interior, and Commerce, was created by executive order 
on December 19, 1924. 

*” New York Times, Apr. 4, 1929. 
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pended on the voluntary codperation of the producers, 
they could not be administered successfully. Only in 
California was anything substantial accomplished to- 
ward curtailment under this legislation. In Texas the 
discovery, late in 1930, of a new oil pool of marvelous 
richness was followed by such fierce and wasteful com- 
petition among independent drillers that within a few 
months this field, about thirty miles long by ten miles 
wide, was producing at the rate of two and a half 
million barrels a week, and the oil at one time was 
being sold at from 2.5 to 12 cents a barrel. To put an 
end to this wasteful exploitation, Governor Ross S. 
Sterling of Texas finally declared martial law in this 
region and used the state militia to shut down the 
wells. Governor William H. Murray of Oklahoma had 
already taken similar action in his state. 

California, Oklahoma, and Texas produce over 80 
per cent of the domestic output, and their restrictive 
measures carried the possibility of new complications 
in the relations between the United States and the oil- 
producing countries of Latin America. For they at 
once gave rise to a demand from the independent 
American producers for an embargo or protective tariff 
on oil imports into the United States. These producers 
had fought strenuously but unsuccessfully at the previ- 
ous session of Congress to obtain restrictions on oil 
imports.** They now maintained that their enforced 
curtailment would merely aid foreign countries if the 
larger oil companies were allowed to bring in foreign 
oil without restriction. 





"Cf, Chapter I. 
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Accordingly, on September 15, 1931, the governors 
of seven oil-producing states joined in a plea to Presi- 
dent Hoover to declare an embargo on oil. The 
President replied that he had no authority to take such 
action, and submitted their request to the Tariff Com- 
mission for its information. The governors then 
launched a new appeal to the President, urging him to 
request the next Congress to authorize an embargo by 
executive action or else to place a tariff on oil in order 
that importations might not nullify the effects of the 
states’ curtailment programs. 

In April, 1931, four of the leading American oil 
companies—the Standard Oil Company of New Jersey, 
the Gulf Oil Corporation, the Shell Petroleum Cor- 
poration, and the Pan-American Petroleum and Trans- 
port Company—after consultation with Secretaries 
Wilbur and Lamont, agreed to restrict their imports of 
oil from Venezuela, so as to harmonize their importa- 
tion program with the prorating plans of the principal 
oil-producing states.** This was done while the inde- 
pendent oil-producers were demanding a tariff or em- 
bargo on oil. There was no general agreement among 
the companies themselves. Their import restrictions 
were based merely upon a gentleman’s agreement with 
Secretary Lamont, and the longest term agreed to by 
any of the companies for the duration of the curtail- 
ment was 90 days. 

The inflow of foreign oil was slightly checked after 





United States Daily, Sept. 16, 21, 1931. 
* In Venezuela the oil fields were developed as a unit, without the waste- 
ful competitive drilling so prevalent in the United States. 
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this agreement, but the cheapening of oil in the United 
States may have been as effective a bar to imports as the 
agreement itself. After the collapse of the prorating 
programs and the expiration of the companies’ agree- 
ments, the demand of the independent oil-producers 
for a tariff or embargo was renewed. There was also 
some agitation during the year for a rationing of world 
production by an international agreement.” 


8. COPPER PRICES ‘““UNPEGGED”’ 


Copper was another of the basic raw materials whose 
drastic price readjustment during 1930-31 had an 
effect on international relations. It was one of the com- 
modities whose price for a time was subject to artificial 
control, but not through any government agency. In 
1926 the copper-producers in the United States or- 
ganized Copper Exporters, Inc., under the provisions 
of the Webb-Pomerene Act. Associations established 
under this law may fix export prices and do other 
things in the conduct of their foreign trade which 
would be barred in domestic business by the anti-trust 
laws. The American members of such an association 
cannot fix the price of their product in the home market 
by concerted action without becoming involved with 
the federal authorities, but with complete legality they 
may maintain a price for export, and they may then 
base their domestic price on the export price, if this is 
done without an agreement to that effect. 

Copper Exporters, Inc., did not confine its operations 
to American copper. Through agreements with the 





™ New York Times, Apr. 5, June 16, 21, Sept. 18, 1931. 
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Katanga Mines in the Belgian Congo and with the 
British Metals Corporation, it became an international 
cartel, undertaking through its control over sales to 
stabilize prices at a profitable level. During most of 
1929 it succeeded in maintaining the price in the 
United States at 18 cents a pound. 

Copper was the only important commodity to regis- 
ter a sharp advance at that time. During the preceding 
year the price had fluctuated around 14 cents, but early 
in 1929 it began to soar rapidly until in April it reached 
24 cents. This resulted in a buyers’ strike, and the price 
was reduced in May to 18 cents. It remained at this 
point for practically a year. Consumption during this 
period declined sharply; monthly shipments to con- 
sumers fell off 33 per cent, and stocks in the hands of 
the producers increased fourfold in spite of slackened 
production. To meet this situation, in April, 1930, the 
price was reduced at one stroke from 18 to 14 cents. 
After being freed from control, the price sank still 
further. By the end of 1930 it had dropped to ro cents, 
and by November, 1931, it had fallen to 6.5 cents, or 
64 per cent below the controlled price of 1929-30. At 
the same time the production of copper in North and 
South America declined 41 per cent from the high 
point reached in March, 1929. Nevertheless, stocks of 
refined copper accumulated to the largest amount on 
record. 

Late in 1930 the copper cartel succeeded in bringing 
about an international agreement for the curtailment 
of production by means of a quota system, but this did 
not have the desired result. The output of the United 
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States and of Chile was substantially reduced during 
1930, while Canada and Africa increased the produc- 
tion of their rich low-cost mines. In October and No- 
vember, 1931, efforts to effect a reduction of the 
world’s output were resumed at a conference of Amer- 
ican and foreign producers in New York. In the same 
month a small group of American producers appeared 
before the United States Tariff Commission with an 
appeal for protection to the domestic industry through 
a tariff on copper. Import duties, however, were not 
desired by the American companies interested in the 
production of copper in foreign countries. 

Inasmuch as copper was on the free list, the Tariff 
Commission could not impose a duty on its own motion 
but was limited to ascertaining the facts and reporting 
to Congress.*° The next step in the program depended 
on the results attained by the New York conference of 
October-November. If no relief resulted from its 
efforts, the American producers without foreign con- 
nections planned to seek tariff protection from 
Congress. 


9. STABILIZATION PLANS FOR OTHER COMMODITIES 


There were other minerals besides copper—notably 
nitrates, tin, and silver—which played a part in inter- 
national relations during 1931. 

Over a considerable period, about half the exports 
of Chile had consisted of nitrates. Before the World 





*® Under the law the Tariff Commission may recommend increases or de- 
creases not exceeding 50 per cent in existing duties, but its proposed changes 
may not affect goods already on the free list. 
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War her nitrate-producers enjoyed a virtual monopoly. 
The war brought them great prosperity, but it also 
stimulated the production of synthetic nitrates in Ger- 
many, and eventually this became a keen competitor 
of the Chilean product. Excess output and falling 
prices were the result. The decline in the value of ni- 
trate exports meant a heavy loss of revenue to the 
Chilean government through the shrinkage of the ex- 
port taxes. 

To meet the competition from the synthetic industry, 
the government in 1930 completed an arrangement 
with about 95 per cent of the Chilean producers, 
whereby their operations were to be controlled by an 
organization known as the ‘“Compaijiia de Salitre de 
Chile” or “Cosach,” which became the largest indus- 
trial organization in South America.** More efficient 
operation, lower production costs, and relief from ex- 
port duties were expected to enable the Chilean indus- 
try to capture a larger share of the world’s trade in 
nitrates and to ease the financial strain on the gov- 
ernment. In August, 1930, the Chilean producers also 
entered into a cartel agreement with the synthetic pro- 
ducers of Europe for the curtailment of output and 
the maintenance of prices. This arrangement was 
limited to one year, and during May, June, and July, 
1931, there were persistent negotiations in half a dozen 
European cities for its renewal. These efforts failed, 
because the synthetic producers were unable to reach 





* Revenues, Expenditures, and Public Debts of the Latin American Re- 
publics, 1930 (The Pan-American Union, Finance Series, No. 2); New York 
Times, Apr. 26, 1931. 
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an understanding with regard to their prospective 
quotas. Then followed drastic price-cutting by both the 
Chilean and the German producers.” 

What nitrates were to Chile, tin was to Bolivia. Over 
a period of years, three-quarters of the exports of Bo- 
livia consisted of tin. American interests have a large 
share in the control of tin production in that country, 
but the tin industry as a whole has been dominated by 
Great Britain. The five chief producing areas, in order 
of importance, are Malaya, Bolivia, the Dutch East 
Indies, Nigeria, and Siam.* 

In 1926 and 1927 the tin industry enjoyed a boom 
during which the New York price fluctuated between 
60 and 70 cents per pound. This brought many small 
and high-cost producers into the field, and the industry 
was presently facing the problem of excess output. 
The average price steadily declined from 65 cents in 
1927 to approximately 23 cents in 1931. 

Before 1931 several attempts to eliminate the glut in 
the market by voluntary restriction were made under 
the direction of the Tin Producers’ Association, but 
these efforts did not check the small producers. The 
output in leading countries in 1930 was only 8 per cent 
less than in 1929. The visible supply increased 40 per 
cent, and prices continued to fall.® 

In February, 1931, representatives of the four largest 
producing countries made plans to reinforce their re- 





* Journal of Commerce (New York), July 17, Aug. 17, 1931. 

* H. Foster Bain, Ores and Industry in the Far East, 162-64; C. K. Leith, 
World Minerals and World Politics, 51, 57, 58; Tin: World Statistics, 1931, 
published by Anglo-Oriental Mining Corporation. 

* Economist (London), CXII, 182, Jan. 24, 1931. 
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striction policy by a more comprehensive plan. They 
were backed by the governments of their respective 
countries. The new scheme imposed no obligation di- 
rectly on the producers, but assigned production quotas 
to the various governments, which in turn were to 
adjust the quotas among their own producers. This 
agreement was scheduled to go into effect on March r. 
For a brief period after the announcement of the plan 
the price of tin advanced, but stocks continued to ac- 
cumulate and it was evident that production was still 
ahead of current demand. Accordingly, the Interna- 
tional Tin Committee met at The Hague on May 16, 
1931, and decided upon a further curtailment of the 
total quota to about 67 per cent of the 1929 output. 
The agreement was subject to ratification by the gov- 
ernments concerned, and this was promptly given. For 
Bolivia, where Americans are most interested, the quota 
contemplated by the revised agreement amounted to 
approximately 62 per cent of the 1929 production. Yet, 
six months after the formulation of this curtailment 
program, the price of tin was slightly lower than at the 
time of its adoption. 

The price of silver was at the same time undergoing 
drastic deflation.** From an average of 59 cents per fine 
ounce in 1928, it dropped in February, 1931, to slightly 
less than 26 cents, the lowest price on record. Later in 
the year there was substantial improvement, especially 
after many countries had abandoned the gold stand- 
ard and there was vague talk of silver remonetization. 





“Cf. H. M. Bratter, The Silver Market im 1930 (U. S. Department of 
Commerce, Trade Information Bulletin No. 742). 
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Mexico, however, was the only country that shifted to 
a silver basis. On July 25, 1931, the Mexican Congress 
enacted a law suspending the coinage of gold and 
making silver legal tender in unlimited amounts. This 
actually marked no violent change in the Mexican 
monetary policy, since the government had virtually 
suspended gold payments in 1927 and the silver peso, 
though nominally convertible into gold, had tended 
more and more to circulate at its bullion value. 

Mexico produces about half of the world’s silver 
output, and the United States about a fifth. Much of 
the production in Mexico, as well as in Canada and 
Peru, is under American control,” and this helps to 
explain the repeated pleas in the United States for an 
international conference to stabilize the price of silver. 
President Hoover did not deem it expedient to comply 
with the Senate’s recommendation of February 20, 
1931, that he call such a conference,” as he believed 
that this call should come from some nation more vi- 
tally concerned with the silver problem. In spite of 
much talk of silver stabilization and the restoration of 
bimetallism, no concrete action along these lines was 
taken during 1931. 

On the whole, the general results of the many at- 
tempts during 1930-31 to attain economic stability are 
impressive only negatively. They showed for the most 
part what could not be done. The world conferences 
to promote greater freedom of trade were a futile pro- 





“ Herbert B. Elliston, “The Silver Problem,” Foreign Affairs, IX, 444, 
Apr., 1931. 
“Cf. Chapter II. 
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test against the trend toward economic nationalism. 
The numerous wheat conferences were abortive. The 
coffee, rubber, and copper schemes are now cited 
mainly to point a moral. On the new sugar plan and 
other stabilization projects of late origin a verdict 
would be premature. But at the end of 1931 the world 
seemed no nearer a solution of the riddle of economic 
stability than it was at the beginning. 
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CHAPTER SEVEN 


CRITICAL DEVELOPMENTS IN CENTRAL EUROPE 


UNTIL the spring of 1931 the depression had not yet 
become critical among the leading financial and indus- 
trial nations of Europe and North America. They had 
suffered heavy losses and there had been much per- 
sonal suffering and intense personal anxiety, but the 
existing order of governments and of contractual ob- 
ligations had not yet been threatened. The revolution- 
ary conditions in the colonial regions of the world had 
not yet spread to the countries with a highly developed 
capitalistic organization. Western Europe and America 
north of the Rio Grande, the territory where great in- 
dustry has its seat, had been severely but not radically 
affected. Yet as early as September, 1930, it was well 
understood that if the depression should be deepened 
and prolonged, the structure of Western capitalism 
might be over-strained in its weaker parts. 

The German elections of September 14, 1930, were 
a signal of the impending danger. For on that day 
spectacular gains were made by the factions which 
were openly hostile to the German Republic, to the 
constitution of Europe as fixed by treaties, or to the 
existing capitalistic organization of society. The elec- 
tions showed a net gain by the extremist parties of 
nearly six and a half million votes in two years. 
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, The percentages of all the seats in the Reichstag cap- 
tured by the irreconcilables had been for the last four 
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1924 1924 1928 1930 
National Socialists CHitler- 
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42.3 34.4 31.3 45.8 

The popular vote at each of these elections, and the 

percentage of the total vote cast which it represented, 
were as follows:? 
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d May, 1924 Dec., 1924 1928 1930 
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a 
Per Per Per Per 
% Number “oath Number eat Number “si Number tl 
ly nee 
ll National Social- 
. ists (Hitlerites)| 1,918,000] 6.5} 907,000] 3 810,000] 2.6] 6,406,000} 18.6 
d Communists ....] 3,693,000] 12.6] 2,709,000] 8.9] 3,263,000] 10.6] 4,590,000] 13.3 
Nationalists ....| 5,696,000] 19.4] 6,206,000} 20.5] 4,380,000] 14.3] 2,458,000] 7.1 
m — — aieaies 
11,307,000] 38.5] 9,822,000] 32.4] 8,453,000] 27.5|/13,454,000] 39 
e Total vote cast. .|29,282,000 30,290,000 30,738,000 34,446,000 
L a 
4 } The outcome showed that inside Germany the prog- 
) | fess toward political stabilization and conciliation rep- 
1e , . 
} resented by the Dawes Plan, the Locarno treaties, and 
le 
the Young Plan had been lost. In September, 1930, 
C- 
sf * Including Landvolk and Landbund members. 


* Handbuch fiir das Deutsche Reich, 1929; Europa, 1930. 
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Germany was more deeply divided and more inclined 
to intransigence than after the dark days of the Ruhr 
and the inflation. The outcome startled Europe. The 
National Socialists, with their program of repudiating 
treaty obligations and their romantically revolutionary 
threats against the existing social order, had gained 
over five and a half million adherents in two years. 
They had advanced from tenth place among German 
parties to second place. The Communists had gained a 
million and a quarter votes and had become the third 
largest party. The Republican government rested, there- 
fore, upon an uncongenial coalition which at best com- 
manded only slightly more than half the votes in the 
Reichstag. 

The German elections of September 14, 1930, were 
followed by a flight from the reichsmark. There were 
heavy withdrawals of liquid funds at this time, largely 
for French account, because of French misgivings con- 
cerning the Hitler movement. Germany was compelled 
to export $23,391,000 in gold during September and 
$93,514,000 in gold during October. For some months 
thereafter, until May, 1931, the situation remained 
stable. Through a New York banking syndicate loan 
of 125 million dollars in October, 1930, the outflow of 
gold was checked, and there was some consequent gold 
inflow. But the previous loss of gold had revealed the 
latent nervousness of Germany’s creditors about her 
ability and about her willingness to meet her inter- 
national obligations. 

The events which upset the political and financial 
equilibrium of Europe occurred, however, in Austria. 
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It was the publication, on March 21, of the proposal 
for an Austro-German customs union that plunged 
Europe into bitter nationalistic recrimination, and it 
was the collapse, on May 11, of the Austrian Kredit 
Anstalt fiir Handel und Gewerbe which inaugurated 
the grave financial crisis of the spring and summer of 
1931. These events, apparently as remote from direct 
American concern as the assassination at Sarajevo 
seemed to be in 1914, nevertheless set in motion a chain 
of events which radically affected American foreign 
relations. It is necessary, therefore, to examine them in 
some detail. 


I. THE AUSTRO-GERMAN CUSTOMS UNION 


The situation of Austria was, of course, peculiarly 
difficult long before the world economic depression. 
Vienna had once been the financial, economic, and ad- 
ministrative center of an empire comprising about fifty 
million people. By the Treaty of Saint-Germain, Aus- 
tria was reduced to a nation of seven millions. The 
Succession States, with which Austria had once enjoyed 
freedom of trade, erected tariff barriers, and in some 
instances complete embargoes, against Austrian prod- 
ucts. During the first four years of its existence the 
budgetary disorders, the currency inflation, and the 
actual physical distress of a large part of the popula- 
tion, were too great to be met by the scant resources of 
the Austrian Republic. The problem of reconstruction 
was, therefore, entrusted to the League of Nations. In 
1923, with the help of a loan administered by the 
League and backed by international guaranty, the cur- 
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rency was stabilized, and the newly established Aus- 
trian National Bank was provided with sufficient 
reserves of gold and foreign currencies to protect the 
exchange. 

In 1927, 1928, and the first half of 1929, Austrian 
industry gradually adapted itself somewhat to its new 
situation, and there was a distinct economic improve- 
ment in the country as a whole. Nevertheless, the un- 
derlying conditions were precarious. For after the great 
collapse of the Vienna Bourse in 1924, following the 
wild speculation of the inflationary period, it had be- 
come virtually impossible to finance Austrian industry 
by the sale of new securities. Business men were forced, 
therefore, to resort to bank credits at heavy interest 
charges in order to finance their operations. 

The acute weakness of her banking system and the 
fundamental weakness of her economic situation ac- 
count for the persistent efforts of Austria to break 
through the encircling tariff walls to wider markets. 
The peace treaty had contemplated at least a temporary 
and partial restoration of the economic freedom which 
had prevailed within the frontiers of the old Austro- 
Hungarian empire. Thus, while Austria was obligated 
under the Treaty of Saint-Germain to accord most- 
favored-nation treatment to the Allied powers, an ex- 
ception was made in regard to her relations with 
Hungary and Czechoslovakia. During the first five 
years of the treaty, these three countries were author- 
ized to set up ‘‘a special customs régime” for trade in 
products originating within their own borderts.* 





* Treaty of Saint-Germain, Article 22. 
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This provision was never utilized by Austria and 
Hungary, but near the end of the five-year period Aus- 
tria and Czechoslovakia undertook to apply it for their 
own benefit. The attempt had to be abandoned because 
of the opposition of Italy and Germany,* who objected 
to the extension of any tariff privileges in which they 
did not share, and perhaps also because of quiet oppo- 
sition by Great Britain.” The most-favored-nation 
clause, which at one time had been acclaimed as a step 
toward reciprocity, proved on this occasion to be a 
hindrance to the solution of Austria’s difficulties. 

In September, 1930, the Austrian Foreign Minister, 
Dr. Johann Schober, made a significant declaration at 
Geneva. Speaking at a meeting to consider the Briand 
plan for European union, he declared that the states of 
Central Europe could not wait until this union was 
realized in its entirety. He suggested that the federated 
structure be created in sections, beginning with re- 
gional agreements among groups of states having 
reciprocal needs. The proposal aroused much interest, 
and between November, 1930, and January, 1931, 
there were several conferences to consider agreements 
between the agrarian states of Eastern Europe and the 
industrial states of Western Europe.° 

No tangible results were achieved. The Italian gov- 
ernment indicated its opposition to any preferential 





“Leo Pasvolsky, Economic Nationalism of the Danubian States, 83-84. 

*Moritz J. Bonn, in International Affairs, X, 463, July, 1931. 

* Notably at the Second League Conference for Concerted Economic Action 
in November, 1930, and at the meeting of the Commission of Enquiry for 
European Union in January, 1931. The same problem came before the 
wheat conferences at Paris in February, at Rome in March-April, and at 
London in May, 1931. 
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tariff system in Europe, and the movement encountered 
obstacles in all the countries whose national economy 
was partly industrial and partly agrarian. Germany had 
a politically influential farm bloc; the steady decline of 
agricultural prices led this bloc to demand still higher 
duties rather than concessions to the Eastern nations. 
France had a sliding-scale of duties on grains which 
automatically raised the rates as prices receded. Great 
Britain, out of consideration for the Dominions, would 
give no preferences to the cereals of Continental 
Europe. Therefore, negotiations for a preferential tariff 
collapsed. Thus by the beginning of 1931 the hemmed- 
in and hard-pressed nations of Central and Eastern 
Europe saw that there was little immediate prospect of 
relief by concerted action to reduce tariff barriers." 

At this juncture, actually on March 3, the German 
Foreign Minister, Dr. Julius Curtius, paid a visit to 
Vienna. He was returning the visit which had recently 
been paid to Berlin by the Austrian ministers. The 
Chancellor, Dr. Heinrich Bruening, who had intended 
to go too, was prevented from going by conditions in 
Germany. Dr. Curtius was welcomed warmly in the 
Austrian capital. In a speech at a dinner tendered him 
by Dr. Schober, he said that he felt he was still on the 
soil of the Fatherland. The next day, in an interview 
with the foreign correspondents, he referred re- 
peatedly* to “the German people living in the Reich 
and Austria.” These statements aroused no special in- 
terest in other European countries. Such sentiments of 





*Cf. Chapter VI. 
® New York Times, Mar. 4, 5, 1931. 
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racial affinity had frequently been voiced by the late 
Gustav Stresemann and were regarded as such diplo- 
matic and political commonplaces that on March 3 
M. Briand assured the French Chamber of Deputies 
that all danger of an Austro-German union, the so- 
called Anschluss, had subsided because Austria had 
become conscious of her nationality and had “taken 
her place in the family of nations.” 

While M. Briand was speaking, negotiations for a 
customs union were in progress. The Bruening Govern- 
ment, after a struggle with the Reichstag in February, 
had obtained a free hand to deal with the budget, and 
next sought to solidify its domestic success by some 
signal achievement in foreign policy. The customs 
union was to be this achievement. By the middle of 
March, rumors of it began to spread, and on March 21 
the rumors were confirmed by official communiqués of 
the two governments.° Two days later the text of the 
agreement was made public in Vienna. It proved to be 
a preliminary arrangement which merely set forth the 
broad principles which would be observed in drafting 
a treaty for a customs union. In the language of the 
agreement, the treaty was 


destined to mark the beginning of a new order of European 
economic conditions on lines of regional agreements, the in- 
dependence of the two countries being fully maintained and 
due respect being paid to the obligations undertaken by them 
toward third states. More especially both parties will declare 
in the treaty their willingness to enter into negotiations for 





*New York Times, Mar. 22, 1931. 
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a similar agreement with any other country expressing such 
desire. 


These provisions were designed to meet the expected 
objections that a treaty of this sort would violate Aus- 
tria’s obligations under the Treaty of Saint-Germain 
and under the League of Nations protocols signed in 
1922 when Austria obtained a reconstruction loan. 
Both these instruments stipulated that Austria was to 
undertake no action that would endanger her inde- 
pendence. Hence the provision at the outset that 
independence was to be fully maintained and the obli- 
gations toward other states duly respected. It had been 
realized, too, by the German and Austrian negotiators 
that the objection would be made that political union 
ot Anschluss was contemplated. Therefore, the stipula- 
tion was added that other countries might also join the 
union. 

The project called for the eventual abolition of all 
customs duties between Germany and Austria. Certain 
duties were to be maintained during a period of transi- 
tion. The duties imposed on goods imported from other 
countries were to be identical for both Germany and 
Austria, and these duties could be revised only by their 
common consent; as far as possible, moreover, all com- 
mercial treaties with other states were to be negotiated 
jointly by the two countries, although each was to sign 
and ratify separately. In like manner, all tariff legisla- 
tion, though identical, was to be under the exclusive 
control of each country; there was to be no joint par- 
liamentary action. The customs administration of each 
country was to be separate and independent, but the 
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amount of duties received was to “be apportioned be- 
tween the two countries according to a quota.” 

Spokesmen for the German government insisted that 
the agreement was a step toward the realization of the 
Briand Plan. Thus, Dr. Curtius stated in a telegram to 
the foreign news editor of the Paris Matin: 


The attempt which M. Briand has launched in his vast 
plan to unite all or almost all of the states of Europe in com- 
mon action cannot succeed except through long and difficult 
effort because of the great differences in the political econ- 
omy and conditions which exist in the various countries of 
Europe. . . . The aim which we have all set before us of a 
union of all the European states will be more easily realized 
if we conclude regional agreements and if we create spheres 
of influence which it will be much easier later to incorporate 
in a general Pan-European organization. Germany and Aus- 
tria have decided to start out on this road in a first practical 
act. . . . In acting this way, the German and Austrian gov- 
ernments will, I hope, contribute in very vital fashion to the 
fundamental idea of a United States of Europe, an idea which 
envisages not only the economic entente but also the consoli- 
dation of European and world peace.” 


In spite of these reassuring words and of a similar 
pronouncement by Dr. Schober on behalf of Austria, 
the plan evoked a violent protest from France and from 
the members of the Little Entente. There was much in- 
dignation at the fact that the agreement had been con- 
cluded without the knowledge of the other powers, 
and it was even charged that the announcement had 
been timed so as to embarrass the Paris meeting of the 





* Section VI, par. 2. 
™ New York Times, Mar. 23, 1931. 
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organizing committee of the Commission of Enquiry 
for European Union. The provisions in the agreement 
limiting it to a definite period, providing for its ter- 
mination on due notice, and permitting other countries 
to join the union, were dismissed as mere camouflage 
designed to conceal the ultimate objective. That ob- 
jective, said those who opposed the agreement, was the 
political union of Germany and Austria, the long- 
deferred Pan-German hope of an Anschluss. In sup- 
port of their contention they cited the precedent of the 
Zollverein of the German states which led in due 
course to their political union in the German Empire. 
They recalled that during the World War the plan for 
a more intimate economic union between Germany and 
Austria-Hungary had been advocated in numerous 
books, pamphlets, and conferences,” and that on the 
day after the Armistice the Provisional National As- 
sembly of Austria had proclaimed a union with Ger- 
many, an action confirmed and ratified by the Constitu- 
tional National Assembly on March 12, 1919.’* They 
dwelt, too, on the fact that the new German Constitu- 
tion of 1919 had originally stipulated that “German 
Austria after its union with the German Common- 
wealth will receive the right of participation in the 
National Council with the number of votes correspond- 
ing to its population. Until that time the representatives 
of German Austria have a deliberative voice.” 
Although these provisions were withdrawn at the 





* Cf. Gustav Gratz and Richard Schiiller, The Economic Policy of Austria- 
Hungary during the War (English translation by W. A. Phillips) 6. 
* Pasvolsky, op. cit., 194. 
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demand of the Allied Supreme Council on the ground 
that they violated the peace treaties, they continued to 
remind France and her new allies in Central Europe 
that the affinity between Germany and Austria was 
likely at some future date to disturb the arrangements 
established by the treaties of Versailles and Saint- 
Germain. 

It is easy to understand, therefore, why the bene- 
ficiaries of these treaties protested so vehemently 
against the project of a customs union. They saw in it 
more than an ordinary treaty of commerce. They saw 
this step toward economic union as a step toward 
political union, and Dr. Schober, therefore, was right 
when he declared that if Austria had proposed a sim- 
ilar arrangement with Poland no objection would have 
been raised by those opposing the agreement with Ger- 
many. It was not a customs union as such which dis- 
turbed France and the Little Entente; it was the forg- 
ing of a new link between Germany and Austria which 
would upset the equilibrium of the peace treaties. A 
union of the two Teutonic states would restore to Ger- 
many more territory than she had lost, about as many 
people, and these of a more homogeneous character. 
Above all, so radical a revision of the peace settlements 
in one of their central provisions would have been the 
precedent and perhaps the signal for general revision. 

While such considerations actuated it in opposing 
the treaty, the French government based its formal 
protest on the claim that Austria’s action was illegal. 
Thus, Austria was said (1) to contemplate a violation 
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of Article 88 of the Treaty of Saint-Germain. This ar- 
ticle states that 


The independence of Austria is inalienable otherwise than 
with the consent of the Council of the League. Consequently 
Austria undertakes to abstain from any act which might di- 
rectly or indirectly or by any means whatever compromise her 
independence, particularly until her admission to the League 
of Nations, by participation in the affairs of another power. 


Austria was said (2) to be proposing to contravene 
Article 220 of the peace treaty, under which she ex- 
tended most-favored-nation treatment to the allied and 
associated powers. This article says that 


Every favor, immunity, or privilege in regard to the im- 
portation, exportation, or transit of goods granted by Austria 
to any Allied or Associated State or to any other foreign 
country whatever shall simultaneously and unconditionally, 
without request and without compensation. be extended to 
all the Allied and Associated States. 


Austria was charged (3) with proposing to violate the 
protocols of October 4, 1922, under which she had ob- 
tained a rehabilitation loan. The first of these protocols 
repeated the substance of Article 88 of the peace treaty 
with respect to the safeguarding of Austria’s independ- 
ence, and then added that 


This undertaking shall not prevent Austria from main- 
taining . . . her freedom in the matter of customs tariffs 
and commercial or financial agreements and, in general, in 
all matters relating to her economic régime or her commercial 
relations, provided always that she shall not violate her eco- 
nomic independence by granting to any state a special régime 
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or exclusive advantages calculated to threaten this inde- 
pendence. 


It was argued that this proviso was aimed at pre- 
venting just such a situation as was foreshadowed by 
the Austro-German agreement. It was claimed, too, 
(4) that a customs union would be inconsistent with 
provisions in the second and third protocols stipulat- 
ing that without the consent of the Commissioner Gen- 
eral appointed by the League Council no changes were 
to be made in the tariff rates which would diminish 
the customs revenues set aside for the service of the 
rehabilitation loan. The Commissioner General was to 
return to the Austrian Treasury any receipts exceeding 
the amount required for the debt service. Although this 
control was ended in 1926, the condition remained that 
it might be resumed at any time within the next ten 
years if the allotted revenues were inadequate for the 
service of the loan. 

While the spokesmen for France were attacking the 
project on legal grounds,* Dr. Eduard Benes, the 
Czechoslovakian Foreign Minister, delivered on be- 
half of his government a sweeping criticism of the 
union as an economic arrangement, maintaining that it 
would prove injurious to Germany and Austria them- 
selves as well as to the rest of Europe. The chief argu- 
ments which he and other opponents of the union ad- 
vanced were as follows: 





“The opposition in France was complicated by the presidential election, 
and especially by the fact that M. Briand was a candidate. The customs 
union furnished a convenient target for those who wished to discredit his 
conciliatory policy toward Germany, and many of the attacks against it were 
influenced by political opposition to M. Briand. 
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(x) A customs union would tend to raise rather 
than lower the trade barriers in Europe. German 
duties were considerably higher than those of Aus- 
tria, and the first result would be scaling-up of the 
Austrian duties to the German level. 

(2) This would injure Austria by increasing the 
cost of food and other necessary imports not ob- 
tainable from Germany, thereby causing higher pro- 
duction costs and handicapping further the export 
trade which Austria as a debtor country needed to 
develop. 

(3) As Austria sells three times as much to her 
seven non-German neighbors as she does to Ger- 
many, she would run the risk, by raising her tariff 
walls and weakening her commercial relations with 
them, of losing their markets, with consequent un- 
employment and a still more unfavorable trade bal- 
ance. 

(4) A customs union would give the large-scale, 
highly rationalized industries of Germany a free 
field in Austria, whereas the weaker Austrian in- 
dustries would be forced to sell out to their Ger- 
man competitors or go to the wall. 

(5) The only net gain to Germany would be a 
political victory—in the form of an eventual An- 
schluss. For Germany's exports to Austria in 1930 
amounted to less than 3 per cent of her total ex- 
port trade, and her imports from Austria were less 
than 2 per cent of her total import trade. Even if 
Germany were to double her exports to Austria 
under the customs union, this would not compen- 
sate her for her losses elsewhere if the customs 
union caused her to lose as much as 5 per cent of 
her trade with the countries of Western Europe, 
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which now absorb 60 per cent of the German ex- 
ports.’ 


For each of these objections the protagonists had 
their answer. 


(1) To the charge that the agreement had been 
arrived at without proper consultation with other 
countries, they replied that the project was not yet 
an accomplished fact but only a contemplated pro- 
gram which had been published to the world as 
soon as its broad principles had been agreed upon. 

(2) To the claim that the agreement would af- 
fect Austria’s independence, it was said that in- 
dependence implies complete sovereignty, and, as 
a corollary thereof, the right to negotiate treaties. 
The customs union pact contemplated only re- 
ciprocal economic engagements such as are com- 
monly made in commercial treaties. 

(3) The argument advanced by Dr. Benes that 
the arrangement would be to the economic disad- 
vantage of both countries was met with the state- 
ment that this was a matter for the judgment of 
the two countries directly concerned and that it did 
not come within the jurisdiction of any outside 
government or agency. 


These conflicting arguments are cited here not be- 
cause of their intrinsic merit but because of the light 
which they throw upon the temper of Europe at this 
time. The old animosities flared up again. Nationalist 
feeling was intensified on the Continent, and the prog- 
ress toward conciliation which had been made since the 





* Eduard Benes, The Austro-German Customs Union Project (Prague, 
1931); “Argus,” The Economic Aspect of the Austro-German Customs 


Union (Prague, 1931). 
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Locarno treaties, appeared to have been nullified al- 
most overnight. Italy, in spite of her differences with 
France, joined her, after some deliberation, in challeng- 
ing the legality of the customs union. This was in keep- 
ing with Italy’s previously announced opposition to 
preferential tariff agreements, with her obvious distaste 
for any arrangement that might facilitate Germany's 
economic penetration of the Balkans, and with her un- 
willingness to have the frontiers of Germany extended 
to Italian soil. Poland’s sympathies were wholly with 
France and the Little Entente. Hungary adopted an at- 
titude of waiting to see: as an agricultural country, 
Hungary might expect to profit by the disappearance of 
the tariff wall between Germany and Austria. But the 
friendliness of the Magyars for Italy as a foil to Jugo- 
slavia, as well as the consciousness of French financial 
power, was an inducement not to take sides with the 
Teutonic states. 

The British attitude from the beginning was con- 
ciliatory. Public sentiment seemed to favor Germany 
and Austria, and the London bankers, as the chiet 
creditors of Austria, were especially interested in any 
proposal to rescue that country from its economic bogs. 
The British government would also under ordinary 
circumstances have welcomed a movement looking to 
the removal of the tariff barriers on the Continent. But 
these were no ordinary circumstances. It was impossible 
to regard the Austro-German proposal as a mere com- 
mercial agreement. For the repercussions which it had 
caused were immediate and ominous. 

Thus, on March 1, after the visits made to London 
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and Rome by Mr. Arthur Henderson, then Secretary of 
State for Foreign Affairs, and Mr. A. V. Alexander, 
then First Lord of the Admiralty, a settlement of the 
Franco-Italian naval question was believed to have 
been reached. The so-called “Bases of Agreement” had 
been published on March 12, but they had still to be 
set down in legal form. While the drafting committee 
was at work, the Austro-German project was published 
on March 21. Almost immediately thereafter the 
French members of the committee put forth claims by 
way of interpretation of the agreement which the Brit- 
ish and Italian members found it impossible to accept. 
Whether the French government had suddenly altered 
its position, and, if so, whether it had done so to com- 
pel Italy and Britain to align themselves against the 
customs union, it is not necessary for us to discuss here. 
The fact is that the naval agreement collapsed coinci- 
dentally with the announcement of the Austro-German 
project, and thus the political tension in Europe was 
aggravated. 

Mr. Henderson proceeded to Paris the day after the 
announcement of the project. He conferred with M. 
Briand, and two days later he suggested that the legal 
issues be referred for discussion to the Council of the 
League. This proposal was forwarded to the German 
and Austrian governments. At first both demurred, but 
after further conferences and explanations they finally 
withdrew their objections. 

The case was then taken to Geneva, where it was 
first discussed, along with M. Briand’s counter-pro- 
posal for an all-inclusive plan of economic codrdina- 
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tion, at the meeting of the Commission of Enquiry for 
European Union held on May 15 and 16. On the 18th 
it was brought up for consideration before the League 
Council. 

Mr. Henderson introduced the following resolution: 


The Council of the League of Nations has the honor to 
request the Permanent Court of International Justice to give 
an advisory opinion, in accordance with Article 14 of the 
Covenant, on the following question: Would a régime es- 
tablished between Germany and Austria on the basis and 
within the limits of the principles laid down by the Protocol 
of March 19, 1931, the text of which is annexed to the pres- 
ent request, be compatible with Article 88 of the Treaty of 
Saint-Germain and with Protocol No. 1 signed at Geneva 
on October 4, 1922? The Council requests that the Perma- 
nent Court will be so good as to treat the present request 
for an advisory opinion as a matter of urgency. 


When a vote was taken, on the roth, the resolution 
was adopted unanimously. Mr. Henderson also ob- 
tained a promise from Dr. Schober that, until the 
Council had taken a decision based on the advisory 
opinion of the Court, Austria would refrain from fur- 
ther negotiations with Germany in regard to the details 
of a customs-union agreement. In spite of the agree- 
ment by all concerned to submit the question to the 
Permanent Court, it was evident that the Germans and 
Austrians on the one hand and the French, Italians, and 
members of the Little Entente on the other were far 
apart in their views. The Teutonic powers professed to 
believe that the question was purely juridical, and that 
if the Court passed favorably on this aspect of their 
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project, they were free to proceed with it. The French 
bloc, however, insisted that the question was more than 
juridical, since it involved high political considera- 
tions, and that a Teutonic victory at The Hague would 
not settle the issue. It was clear that France would ex- 
ert her full diplomatic power to prevent the realization 
of the customs union, regardless of the judgment of 
the Court on its legal aspects. Thus the project was not 
removed from the realm of political disputes by being 
referred to the World Court. It continued to be a de- 
termining and disturbing element in Continental rela- 
tions until the Germans and Austrians renounced it at 
Geneva on September 3. 


2. THE AUSTRIAN BANKING CRISIS 


The announcement of the projected customs union 
on March 21 was insufficient to relieve the growing 
strain upon Austria’s economy and finance arising out 
of her peculiar economic position and the cumulative 
effects of the general depression. Whatever relief the 
union might have provided was blocked when it be- 
came evident that the Austrian and German statesmen 
had gravely misjudged the state of Europe and had 
produced, not a solution of the economic crisis, but an 
aggravation of it, by provoking an acute diplomatic 
crisis into the bargain. By April it was evident, more- 
over, that the expected revival of business'* would once 
more fail to take place. By May 1, according to infor- 
mation given to the newspapers by the Under Secretary 
of State, Mr. Castle, the President had concluded that 


* Cf. Chapter III. 
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the European countries would require assistance, and 
on May 6 he held his first conference with the Ameri- 
can ambassador to Germany, Mr. Frederic M. Sackett, 
who had come from Berlin to report directly to Mr. 
Hoover on the ominous condition of affairs. 

It was on May 11 that the series of major financial 
crises in Europe began. On that day the Austrian gov- 
ernment announced that the Kredit Anstalt was in 
serious difficulties. The statement said that the bank, in 
setting up its balance sheet for 1930, had ascertained 
that its losses for the year amounted to 140 million 
schillings ($19,600,000) and that a large part of its 
share capital would be wiped out if its stockholders 
were required to cover the deficit. To prevent the 
nation-wide disaster which would result from the clos- 
ing of this bank, the government announced that it had 
placed at the disposal of the bank 100 million schillings 
($14,000,000) which it would obtain by an issue of 
three-year Treasury bonds and that the Austrian Na- 
tional Bank and the House of Rothschild would also 
supply 30 million schillings ($4,200,000) each, bring- 
ing the total new capital to 160 million schillings 
($22,400,000) ."" 

This revelation of the critical condition of the Kredit 
Anstalt was a matter of vital concern to all the financial 
centers of the world. For almost from its foundation by 
the Rothschilds in 1855, the bank had been one of the 
great financial institutions of Europe. Its business had 
spread all over the Dual Monarchy and beyond to the 





™ Times (London), May 12, 1931; Commercial and Financial Chronicle, 
CXXXII, 3596, May 16, 1931. 


[ 124 } 





FT ce, “pe: 








. = we ee Fe SM. FOO CUFT lle 








I ET” 





financing of railways and basic industries in Germany, 
Russia, Switzerland, and the Near East. Even when the 
Empire of the Hapsburgs ~vas dissolved by the World 
War, the prestige of the Kredit Anstalt seemed to be 
little affected. It continued to earn its dividends until 
1928, and through its high standing was an important 
agency for obtaining the capital Austria needed to re- 
habilitate herself. In 1926 it took over the assets of the 
Anglo-Austrian Bank, and in 1929, when its great 
rival, the Boden Kredit Anstalt, collapsed, it agreed 
under considerable pressure from the government to 
absorb what was left of that institution. The bank was 
undoubtedly weakened by this merger; as a result of it 
the bank controlled about three-fourths of the banking 
operations of Austria and dominated perhaps two- 
thirds of the country’s industries through stock owner- 
ship or credit extensions. The participation was so 
large that responsibility for the welfare of these indus- 
tries rested with the bank. 

For many years, particularly since the collapse of 
1924, these industries had been financed by bank 
credits which in many cases had come to represent from 
three to five times the amount of their share capital. 
The interest charges were higher than the yield on in- 
vestment shares would have been; these charges were 
not paid regularly but were frequently added to princi- 
pal and included by the lending bank among its assets. 
Under such conditions the increasing industrial stag- 
nation of 1930-31 made the position of the Kredit 
Anstalt precarious. 

This was not merely a local banking crisis. For the 
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bank was not only the keystone of the Austrian indus- 
trial economy. It had far-flung foreign connections. 
The head of the House of Rothschild in Vienna was 
chairman of the board of directors. Through the ab- 
sorption of the Anglo-Austrian Bank, referred to 
above, the Kredit Anstalt had close ties with the Bank 
of England. In fact, the Bank of England was repre- 
sented on the board by Sir Otto Niemeyer and by Peter 
Bark, a former Russian Minister of Finance. In the 
United States the bank maintained connections with 
several of the more important financial houses in New 
York. Through its absorption of the Boden Kredit 
Anstalt, also referred to above, the bank had im- 
portant connections with houses in France, Belgium, 
and the Netherlands. It had even more direct affilia- 
tions in Czechoslovakia, Poland, Hungary, Rumania, 
and Jugoslavia, where after the break-up of the empire 
it conducted business by means of technically inde- 
pendent joint-stock banks associated with it through 
stock ownership and various interlocking arrange- 
ments. Thus it participated to a considerable degree in 
the financing of the industries of Central Europe.”® 
The Austrian government’s decision to support the 
institution with its own credit was, therefore, fully 
justified by the gravity of the crisis. But the govern- 
ment’s own credit was none too good, and its action 
only postponed heavy withdrawals of deposits for a 
few days. The bank’s holdings of short-term foreign 
credits were a special cause of anxiety. They were esti- 
mated at this time to be slightly more than 75 million 





* Gustav Stolper, in Der Deutsche Volkswirt, V, 1103, May 15, 1931. 
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dollars, of which one-third was held in the United 
States and another third in England. The withdrawal 
of these sums at the end of the month of May would 
have brought disaster to agriculture and industry in 
Austria and the Succession States. 

The problem of the bank was, therefore, enlarged. 
It was no longer a question of restoring the capital 
losses sustained the previous year, but of checking a 
run on its deposits. The Austrian National Bank under- 
took to provide special security for the foreign de- 
positors, but Austrian depositors withdrew their funds 
and began to convert them into foreign currencies. In 
the flight from the schilling, the exchange holdings of 
the National Bank, needed to maintain the currency, 
were badly depleted. It was necessary to restore them 
promptly. 

The Austrian Parliament took the first step on May 
28 by enacting a law giving the government full au- 
thority to guarantee all credits that foreign banks 
might extend to the Kredit Anstalt from that date until 
June, 1933. This measure helped to check the with- 
drawal of credits maturing at the end of May, and 
enabled the Bank for International Settlements to or- 
ganize international action. This was accomplished on 
May 29. A consortium consisting of the Bank for In- 
ternational Settlements and, as first announced, of ten 
of the leading central banks of issue, agreed to place 
foreign currency at the disposal of the Austrian Na- 
tional Bank for use as required.” It was stated sub- 





* Commercial and Financial Chronicle, CKXXII, 4118, June 6 1931; 
Economist, CXII, 1211, June 6, 1931. 
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sequently that the amount of this credit was 100 million 
schillings ($14,000,000) and that the Bank for Inter- 
national Settlements had advanced 4o per cent of it. 
The number of the other participating banks had, 
when their names were announced on June 6, been 
increased to eleven. They were the central banks of 
France, England, Germany, Italy, Switzerland, Hol- 
land, Czechoslovakia, Poland, Belgium, and Greece, 
and the Federal Reserve banks of the United States. 
The first news of the American participation was pub- 
lished on June 1, when the Federal Reserve Bank of 
New York formally announced that it had agreed, in 
association with other Federal Reserve banks, 


to participate with banks of issue and with the Bank for 
International Settlements in a credit arrangement in favor 
of the Austrian National Bank. This participation of the 
Federal Reserve banks takes the form of an agreement to 
purchase prime commercial bills. 


There were precedents for this measure of interna- 
tional codperation, particularly the precedent of the 
credit of $200,000,000 placed at the disposal of the 
Bank of England by the Federal Reserve banks when 
Great Britain returned to the gold standard in 1925. 
There had also been other loans of a similar nature to 
other countries. Nevertheless, the participation in the 
Austrian credit carried financial codperation some de- 
grees further than it had ever been carried before. 
There had not previously been such general codpera- 
tion among banks of issue, or such close association 
between the Federal Reserve system and the Bank for 
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International Settlements. For on May 16, 1929, when 
the project for the Bank for International Settlements 
was under discussion, the Administration, speaking 
through Secretary Stimson, had declared its opposition 
to any direct connection between the Federal Reserve 
and “the proposed international bank,” and it had been 
generally assumed that the Federal Reserve banks 
would hold aloof from any important operation con- 
ducted by the Bank for International Settlements. But 
under the Austrian credit arrangements, the Bank for 
International Settlements was empowered to act as 
agent for the Federal Reserve banks, to examine and 
purchase acceptances, and to hold them in trust. 
Whether or not this participation marks a departure 
from previous policy, it is certainly a fact that it in- 
augurated the far-reaching measures of codperation 
into which the American government and American 
finance were to be drawn during the summer of 1931. 
Before proceeding, however, with our account of these 
much more momentous events, it is necessary to set 
down certain subsequent phases of Austria’s affairs. 
For they provoked international repercussions which 
had profound consequences in the next three months. 
It needs to be recalled, then, that the credit granted 
by the international consortium of banks of issue to the 
Austrian National Bank was for the purpose of main- 
taining the Austrian currency on a gold-exchange basis. 
It did not relieve the credit stringency among Austrian 
industries dependent upon the Kredit Anstalt. For this 
relief new capital was required, and the Austrian gov- 
ernment, which had made commitments, proposed to 
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discharge them by selling its Treasury bonds to the 
amount of 150 million schillings ($21,000,000). It 
did not find ready purchasers. The British banks were 
already heavily engaged in Austria, and the Dutch, 
Swiss, and German banks could give little help. The 
French banks, on the other hand, had participated rela- 
tively little, and it was to them that Austria turned. 

The French banks agreed to make the loan on condi- 
tions which were set by themselves and by the French 
government. The loan would have to be international, 
that is, other countries would have to participate. It 
must be renewable from year to year. It must have the 
same status as the loan of 1923; that is to say, it must 
be guaranteed and supervised by the League of Na- 
tions. Finally, the Austrian Republic must consent to 
make no political or economic agreement that might 
alter its political status, without first informing France. 
In other words, the price of the loan was the renuncia- 
tion of the project of a customs union.” 

The character of these conditions became generally 
known in Europe about the middle of June. They pro- 
duced the bitterest kind of resentment in Germany and 
Austria. It is important to fix the dates in mind, for 
while the German and Austrian newspapers were de- 
nouncing France as a political “blackmailer,” President 
Hoover was, unknown to France, preparing to launch 
his plan for a moratorium. The statement of the French 
terms immediately provoked further international com- 





” L’Europe Nouvelle, XIV, 877, June 27, 1931; Commercial and Financial 
Chronicle, CXXXII, 4466-67, June 20, 1931; CXXXII, 4646, June 27, 
1931; Frankfurter Zeitung, June 19, 1931. 
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plications. The Austrian government, which had just 
passed through a cabinet crisis arising out of objections 
to the demands of the foreign creditors’ committee of 
the Kredit Anstalt, rejected the French terms. It is said 
that the British government had been consulted by 
Austria and had declared that in its view the French 
terms were incompatible with Austria’s independence. 
Just how far the MacDonald Government went in 
backing Austria we do not know, but British sympa- 
thies were clear and on June 16 the Bank of England 
made a temporary loan, renewable at seven-day inter- 
vals, of the 150 million schillings. This intervention 
under the leadership of Mr. Montagu Norman, the 
Governor of the Bank of England, was acclaimed in 
Germany as a diplomatic defeat of France. It con- 
tributed mightily to aggravate the tension between 
France and Germany and between France and 
England. 

It was only four days later that France was con- 
fronted with the proposal for the Hoover moratorium. 
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CHAPTER EIGHT 


CONDITIONS LEADING UP TO THE MORATORIUM 


THE Austrian banking crisis precipitated a financial 
crisis in Germany. Although the commitments of the 
German banks in Austria were an insignificant part of 
their total assets,’ the breakdown of the Kredit Anstalt 
shook confidence in the solvency of Central Europe; 
there ensued panic-stricken realization that the German 
financial structure and the fiscal system of the Reich 
and the states were peculiarly vulnerable. 

There had been warning symptoms of the inherent 
weakness of the German position long before matters 
reached a critical stage at the end of May and the be- 
ginning of June. Two years earlier, when the world 
depression had not even been foreseen, there had been 
a temporary but heavy withdrawal of short-term credit 
during a deadlock in the deliberations of the Young 
Committee. Again, in September, 1930, when the Na- 
tional Socialists and the Communists made such large 
gains in the elections to the Reichstag, there was a 
flight of capital from Germany. Something near the 
sum of 1,000 million reichsmarks ($250,000,000) was 
withdrawn in a few weeks, and the gold reserves of 
the Reichsbank were reduced by 467 million reichs- 





* Economist, CXII, 1312, June 20, 1931. 
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marks’ ($111,000,000). Although about half of the 
gold returned to Germany’ in the period from Novem- 
ber to May, it was apparent that German finances were 
unstable and easily capable of being upset. Foreign 
bankers gradually restricted the amounts of credit 
formerly held at German disposal to the sums actually 
in use, and in the case of less well-known borrowers 
radically reduced credits or canceled arrangements 
altogether. Thus the Austrian crisis supervened upon a 
condition of latent panic as to the solvency of Ger- 
many. 

The weakness of Germany was known to lie pri- 
marily in the precarious character of her international 
balances and secondarily in the growing deficit in her 
governmental finances. These two difficulties came to 
a head late in May of 1931 and brought on the crisis 
which compelled the intervention of the creditor 
powers under the leadership of President Hoover. 


I. THE WEAKNESS OF THE GERMAN NATIONAL 
ECONOMY 


Although the currency inflation up to 1924 had 
wiped out the German internal debt and had in large 
measure freed German industry of fixed charges in the 
form of bonds and mortgages, it had also destroyed the 
accumulated savings of the middle class. Thus at the 
end of the inflation German industry was free from 
internal debt but without domestic working capital 





Commerce Reports, Jan. 26, 1931, 215; League of Nations, Monthly 
Builetin of Statistics, Apt., 1931, 161. 
* Federal Reserve Bulletin, Aug., 1931, 467. 


{ 133] 


with which to proceed. The external debt, consisting of 
reparations, was payable in gold values and remained. 
The revival of German industry and the payment of 
reparations were, therefore, dependent upon the ability 
of Germany to borrow abroad. 

After the apparent stabilization effected by the 
Dawes Plan, the capital markets of the world were 
opened to Germany. It was believed by foreign in- 
vestors that with the cancellation of internal indebted- 
ness by inflation, the industrial efficiency of Germany 
provided an excellent basis of security for loans. Dur- 
ing the seven years 1924-30 inclusive, but particularly 
from the end of 1924 to the beginning of 1929, the 
German state and local governments, as well as private 
industry, borrowed heavily abroad. The net receipts of 
foreign exchange in those seven years were about 
18,200 million reichsmarks (4,500 million dollars) .* 

With the help of these credits Germany entered 
upon an industrial revival. Her manufacturers installed 
improved equipment, adopted American methods of 
mass production, and made a vigorous effort to capture 
a large share of the world’s export trade. Between 1924 
and 1928 the production index for Germany rose 45 
per cent, as against 17 per cent for the United States 
and 5.5 per cent for Great Britain.” Factories were 
modernized, railways rehabilitated, the merchant ma- 
rine replaced, the housing shortage eliminated, and 
various ambitious social services and public works in- 





“This item includes such elements as foreign participation in German 


industry and foreign purchases of real estate, as well as the sales of German 
securities abroad. 


* Production data from League of Nations, Monthly Bulletin of Statistics. 
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augurated. But by the middle of 1928 the boom had 
passed its peak, and the reaction which then set in 
proceeded with accelerating violence. Germany was, 
in fact, the first country with a highly developed indus- 
trial organization to experience the world-wide depres- 
sion: the decline began a full year earlier than in the 
United States. By January, 1931, the German index of 
production had fallen over 30 per cent from the peak 
of 1928. The catastrophic character of the decline may 
be measured by the fact that in January, 1931, the im- 
port trade had decreased 44 per cent and the export 
trade 30 per cent, as compared with the corresponding 
month of 1930, and the number of registered unem- 
ployed had risen to 4,866,625, an increase of 34 per 
cent over January, 1930. 

It is now clear that the end of the German boom in 
1928 followed the drying-up of the stream of long- 
term foreign capital into Germany. The cause of this 
stoppage was the American stock-market boom, which 
destroyed the investors’ appetites for bonds and lured 
funds to New York from all parts of Europe. The 
figures for the movement of long-term capital into 
Germany are a measure of this phenomenon. Begin- 
ning with 1924, the long-term foreign investment in 
Germany at the end of each year was, stated in thou- 
sand million reichsmarks, as follows: 1924: 1.0; 1925: 
2.53 1926: 4.1; 1927: 5.4; 1928: 7.0; 1929: 7.3.° The 
significant point to note is that after 1928 new long- 





*Report of the Committee Appointed on the Recommendation of the 
London Conference, 1931. Annex III. Referred to hereafter as the Wiggin 


Report. 
[135] 








term foreign investment almost ceased. On the other 
hand, the growth of short-term foreign credits con- 
tinued at a perilous rate: the figures for 1924 and 1925 
are unknown, but for the following years they were as 
follows, in thousand millions of reichsmarks: 1926: 
4.1; 1927: 6.6; 1928: 9.0; 1929: 11.7. Thus, with the 
onset of the world depression, the German economic 
system had about two-fifths of its gross liabilities and 
about one-third of its net liabilities in a form subject to 
quick withdrawal by creditors.” 

In order to appreciate the true significance of Ger- 
many’s credit position, it is necessary to look at the 
rdle played in her international balances by her foreign 
borrowing during the seven years from 1924 to 1930. 
For while money was flowing into Germany, it was 
also flowing out. Now, in the seven-year period, Ger- 
many’s net receipts of foreign exchange amounted to 
18,200 million reichsmarks, and she earned an addi- 
tional 3,000 million from shipping and her interna- 
tional services. How, then, were the 21,200 million 
employed? The figures, as reported by the Wiggin 
Committee in thousands of millions of reichsmarks, 
show that 


To cover adverse trade balances, that is, 
to pay for an excess of imports over 


exports, Germany spent............ 6.3 
To pay interest on her borrowings, Ger- 
re eee Lee 2.5 





*The net liabilities are the difference between what Germany owes abroad 
and what is owed to Germany on foreign account. Since these debits and 
credits are held by different groups, have varying periods of maturity, and 
are not subject to the same control, the balancing of one against the other 
does not give an accurate picture of the debt burden. 
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To pay reparations, Germany spent ... 10.3 
To increase her net gold reserves, Ger- 
TE kcnen cadet wrens caus 2.1 





Total 21.2 


The large part which reparations and the service on 
foreign loans played in these transactions is thus readily 
apparent. Between reparation payments and foreign 
borrowing there is a close connection, though this rela- 
tion is not so simple as is sometimes assumed. It over- 
simplifies the case, for example, to say that whatever 
Germany paid out as reparations she first borrowed 
from her creditors. The transactions actually occurred 
somewhat after this fashion: In order to make the 
huge outpayments, Germany levied taxes or placed 
specific charges on the railways and industry, and the 
payments passed out of the country as deliveries in 
kind or in foreign exchange. These funds were with- 
drawn from the pockets of the German people, and 
the result was a depletion of the domestic supply of 
liquid capital, followed by various corrective processes 
to restore an equilibrium. 

What form these processes took depended on the 
conditions prevailing at any given time. Foreign funds 
might flow in as they did before 1929, and the sales of 
equities might be stimulated, or there might be forced 
retrenchment and the forcing of merchandise exports, 
as in 1930 and 1931. At times all four of these processes 
operated simultaneously. In short, Germany did not 
borrow and then pay; she paid, and the payment left 
a vacuum which sucked in a new supply of foreign 
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capital. When this capital failed to flow in, as in 
1929-31, the forced retrenchment which followed 
tended to depress the price level at home and abroad. 
German borrowing and lower prices in the world mar- 
kets were thus in some measure a sequel to the pay- 
ment of reparations. 

In the seven years during which Germany paid 
reparations under the Dawes Plan and the Young Plan, 
she had an adverse balance of trade amounting to 6,300 
million reichsmarks. The international services such as 
shipping, tourists, insurance, etc.,° netted her 3,000 
million reichsmarks. But the statement of totals over a 
period of years ignores certain important changes from 
year to year. Germany’s heavy adverse balances of mer- 
chandise trade occurred when borrowing was easy. In 
1915, 1927, and 1928, therefore, she had abnormal ad- 
verse balances, while in 1926, 1930, and 1931, when 
foreign funds did not flow in, her balances were favor- 
able, but not sufficiently so to enable her to achieve an 
even balance over the whole period. The reparation 
obligations were superimposed upon this debit. Then, 
as long-term credits ceased, and the disproportion of 
short credits grew greater, the profound instability of 
the whole structure became evident. For the short- 
term credits could not be withdrawn without quickly 
exhausting the German gold reserves, destroying the 
gold backing of German currency, curtailing still fur- 
ther German imports, arresting still more the processes 





* These include “reparation deliveries inside Germany, and deliveries in 
kind so far as these are not included in the figures of merchandise trade.””— 
Wiggin Report, Annex I. 
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of production by reducing the available working capi- 
tal, aggravating unemployment, decreasing government 
revenues, increasing the need for relief, and rendering 
Germany incapable of meeting her external payments 
both public and private. 

By the spring of 1931 the German position was such 
that if Germany’s short-term creditors, who had placed 
about 2,500 million dollars in Germany, exercised their 
right to withdraw their funds, the German economic 
system would be internationally bankrupt. Germany’s 
former enemies had through their governments im- 
posed a financial régime which was workable as long 
as their banks and private investors were willing to 
lend Germany the money to sustain it. When, as a re- 
sult, first, of the American stock boom, second, of the 
stock-market panic, and, third, of the world-wide defla- 
tion and the ensuing loss of confidence, private lenders 
refused further credits to Germany, and then began to 
reverse themselves and to withdraw what they had lent, 
the whole régime of German indebtedness was seen to 
be endangered. The knowledge that it was endangered 
created a panic-stricken state of mind among foreign 
and domestic holders of German obligations and Ger- 
man currency. It was into this powder magazine that 
the Austrian banking crisis of May, 1931, threw a 
lighted match. 


2. THE GERMAN BUDGETARY DISORDER 


While these conditions were becoming critical, the 
state of German governmental finance reached a point 
of disorder where it too became critical. The fact was 
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that the Reich had not succeeded in balancing its 
budget since the fiscal year ending March 31, 1925. 
The deficits, stated in millions of reichsmarks, were as 
follows: 


ee 110 
rer 853 
eee 355 
ED 1,775 
oe 313 
BR iicaninics 1,249 


The weakness of the German fiscal system had been 
officially commented upon in June, 1927, and again in 
June, 1928, by Mr. S. Parker Gilbert, the Agent Gen- 
eral for Reparation Payments,° but no serious attempt 
had been made to remedy the defects. Mr. Gilbert had 
cited the heavy outlays for unproductive purposes and 
the unbalanced budgets, and had made a special point 
of the arrangement by which a proportion of the 
revenues of the Reich was allocated to the local 
governments. | 

Before the war the German states had had a large 
measure of fiscal autonomy; the imperial government 
had relied for its revenues on contributions from the 
states and on customs duties and other indirect taxes. 
Under the Constitution of 1919 the tax relationship be- 
tween the states and the Reich was reversed. The states 
thereafter depended on the Reich. The taxing powers 
of the central government were enlarged and those of 
the states curtailed; in return for this surrender of their 





* Reports of the Agent General for Reparation Payments, 1927, pp. 53-60; 
1928, pp. 57-58. 
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ancient prerogatives the states were allotted a definite 
proportion of certain taxes collected by the Reich. This 
centralization of the fiscal machinery worked badly. 
The central government could not increase the taxes on 
income or turnover without dividing the proceeds with 
the states; to them this extra revenue was a windfall 
and an inducement to extravagance. For they escaped 
the odium of collecting the taxes which it was their 
irresponsible privilege to spend. The outcome was a 
huge increase in their local expenditures’® and of bor- 
rowing on the basis of tax revenues which they did not 
have to levy or collect. Naturally the local governments 
clung to this privilege. Thus the central government 
could not effectively balance its own budget by in- 
creased taxation without subsidizing extravagance in 
local governments. 

When the Bruening Government took office on 
March 28, 1930, it faced a cumulative deficit in the 
Reich’s accounts totaling 1,283.7 million reichsmarks. 
As late as July, 1930, no budget had been voted for 
the fiscal year of April 1, 1930-March 31, 1931. The 
delay was due to an intractable parliamentary situation. 
On July 26 the Chancellor resorted, therefore, to a spe- 
cial provision of the constitution and, under the au- 
thority of President von Hindenburg, promulgated 
an emergency decree. It was designed to balance the 
federal budget. By imposing higher rates for income 
taxes, special levies on salaries, wages, federal and 
state pensions, and by increasing the private unem- 
ployment insurance contributions, he hoped to find 543 





“Cf. James W. Angell, The Recovery of Germany, 315. 
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millions of additional revenue. With this money and 
by making economies of 217 millions, he hoped to 
balance the 1930-31 budget. 

His hopes were disappointed owing to the increasing 
severity of the depression in the autumn of 1930 and 
the winter of 1931. By December of 1930 the number 
of insured unemployed was 600,000 greater than he 
had estimated for in July. At the same time the rev- 
enues had fallen far below the estimates. On Decem- 
ber 1, 1930, a second emergency decree had to be is- 
sued, providing for still greater taxes and still greater 
economies. Again the Chancellor’s estimates were de- 
feated by events. By the close of the fiscal year on 
March 31, 1931, expenditures had surpassed the esti- 
mates by 460 million reichsmarks and tax receipts had 
fallen below the estimates by 1,250 million.” 

Thus at the beginning of the new fiscal year on 
April 1, 1931, the outlook was alarming. In spite of 
two emergency decrees to raise taxes and reduce ex- 
penditures, the prospect as early as June was that the 
budget for 1931-32 would have a deficit of at least 
940 million reichsmarks. This estimate rested on the 
doubtful assumption that the extremely precarious 
German economy, which we have already described, 
would not collapse entirely, or even deteriorate 
further. 

By the end of June the German position was becom- 
ing desperate. To meet the budgetary disorder, the 
Chancellor on June 5 promulgated a third emergency 





™ The actual deficit was less than indicated by these figures, because of 
certain extraordinary receipts. Cf. Commerce Reports, July 20, 1931, 135-36. 
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decree. It called for still higher taxes and for a reduc- 
tion of official salaries, pensions, and unemployment 


benefits. 


3. GERMANY’S APPEAL TO HER CREDITORS 


This important decree was designed not merely to 
balance the budget but to thrust the whole German 
problem upon the attention of the world. It was ac- 
companied by a manifesto which declared that “the 
limits of the privations we have imposed upon our 
people have been reached”; that the new sacrifices were 
necessary “in order to save the Reich’s solvency and its 
economic system”; and that Germany must have “relief 
from the unbearable reparation obligations.” 

The day after the promulgation of the decree and the 
dramatic manifesto which accompanied it, the German 
Chancellor, Dr. Bruening, and the Foreign Minister, 
Dr. Curtius, arrived in England for a week-end visit at 
Chequers with Prime Minister MacDonald. This visit 
had been arranged weeks before in order to discuss, it 
was said, the subject of disarmament. Be that as it may, 
the terms of the manifesto inevitably led the whole 
world to believe that what was being discussed at 
Chequers was German finance and the problem of 
reparations. 

The Chequers week-end, by coincidence or other- 
wise, was so timed as to take on the appearance of an 
appeal by Germany to Britain for diplomatic and 
financial support. Although the British government 
took care to keep Germany’s other creditors informed 
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of what took place at Chequers, the visit had two far- 
reaching consequences: it convinced a large and 
powerful section of French opinion that Germany was 
invoking British diplomatic aid against her chief Euro- 
pean creditor, France; it advertised to the whole world 
the danger of German insolvency and the political divi- 
sion and even antagonism among Germany’s creditors. 
Germany had put herself in the position of seeking 
help from Britain, though Britain had no power to 
relieve Germany, and of seeming to seek a diplomatic 
alignment against France, though France alone in 
Europe held the keys to the problem of German public 
and private indebtedness. 

The Chequers week-end conversations helped to 
bring home to the American government the plight of 
Germany. For it happened that the Secretary of the 
Treasury, Mr. Mellon,” was in England at the time. 
This coincidence, while it enlightened President 
Hoover, aggravated still further the French feeling 
that matters of the utmost moment to France were be- 
ing discussed by the British, the Germans, and the 
Americans. 

In the fortnight following the Chequers week-end, 
the American initiative for a suspension of intergov- 
ernmental debts was being prepared. In the middle of 
it, on June 16, as we have already pointed out, the 
Bank of England inflicted an irritating diplomatic de- 
feat upon France in the matter of the Austrian credits. 





% This was Secretary Mellon’s usual summer vacation in Europe, and on 
this occasion he had an additional reason for his trip because of his son's 
graduation from Cambridge University. 

** Cf. Chapter VII. 
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4. THE INTERNATIONAL POSITION ON THE EVE OF 
THE MORATORIUM 


In order to appreciate the significance of events at 
this time, it is necessary to fix in our minds the stake 
which each of Germany’s principal creditors had in the 
immediate situation. For this purpose her foreign ob- 
ligations may be divided into three classes, namely: 


A. The long-term debts to private creditors; 

B. The long-term debts to governments, or repara- 
tions; 

C. The short-term debts to private creditors. 


We must fix in mind what stake each creditor na- 
tion had in each of these categories of debt. It will 
provide the basis for understanding both the official ac- 
tion of the several governments and the action of pub- 
lic opinion in the several nations. 


A. The Long-Term Debts to Private Creditors 


In the seven years from 1924 to June 30, 1931, the 
German Reich, the states and municipalities, the public 
utilities, and other borrowers had created a private 
long-term foreign debt estimated at 9,545 million 
reichsmarks ($2,272,000,000)."* Of this total, 55.2 per 
cent was held in the United States, 11.5 per cent in 
Great Britain, 12.3 per cent in Holland, 8.3 per cent 





“ Wiggin Report. All figures given in this report were supplied to the 
committee on the authority of the German government. In some respects 
they were estimates made pending the results of a census then under way, 
undertaken in accordance with an emergency decree of July 27, 1931. The 
results of the census had not been published in complete form in Decem- 
ber, 1931. 
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in Sweden, 5.4 per cent in Switzerland, and 5 per cent 
in France. The size of the American interest and the 
smallness of the French interest are both significant. 

A closer analysis shows that except for participation 
in the Dawes and the Young plans, French finance had 
made no long-term loans to Germany. As the Dawes 
and Young issues had a special position, it may be said 
that French finance had no immediate stake as to long- 
term loans in the solvency of the German system. The 
United States, on the other hand, had a stake of more 
than 1,250 million dollars in all classes of long-term 
loans. Only one-sixth of this amount was in the spe- 
cially protected Dawes and Young loans. 


B. The Long-Term Debts to Governments: 
Re parations 


This debt, as fixed by the New Plan, popularly 
known as the Young Plan, was divided into annuities 
of varying amounts payable from September 1, 1929, 
to March 31, 1988. Since the fiscal year under the New 
Plan coincided with the German fiscal year (April 1 
to March 31), and since the New Plan was put into 
effect on September 1, 1929, the first year covered only 
seven months. In that period Germany paid 742.8 mil- 
lion reichsmarks (176.8 million dollars). In the second 
year, 1930-31, Germany paid 1,707.9 million reichs- 
marks (406.6 million dollars). The third year had just 
begun when there took place the critical events we are 
describing. During the third year Germany was obli- 
gated to pay in monthly installments the sum of 1,685 
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million reichsmarks (401 million dollars). The April, 
May, and June payments had been made. The fourth 
was due on July 1, 1931. 

The total amount due from Germany, including 
service on the Dawes loan and other payments not 
strictly reparations, was $427,164,060, consisting of the 
following items: 





Reparations: 
To France.............. $199,706,880 
cca case aka 86,228,400 
Ne ich nwacda-nskwae 45,448,560 
ER OTE 54,190,500 
$385 574,340 
War debt to U.S.A. ........ 15,745,020 
Service of Dawes loan........ 20,723 ,400 
Special payment to Belgium .. 5,121,300 





$427,164,060 


Of the sums payable by Germany to her creditors, 
some part was retained by each and, except in the case 
of Japan and the United States, some part was payable 
to other creditors under the war-debt agreements. 


The accounts of Germany’s creditors thus stood as 
follows: 


1. “‘Others’’ (that is, Belgium, 
Jugoslavia, Rumania, Greece, 
Portugal, Japan, and Poland): 
There was owing to this group 
I vic carious $ 59,311,800 














There was owing from this group 
of countries 








To Great Britain............ $ 6,860,160 
bx. disan pia eee 1,834,140 
Lk Eee ieee 8,670,480 
Total outpayments....... $ 17,364,780 

Thus they would retain for their 
PI Sis pe ivancvscaxes $ 41,947,020 

2. Italy: 

Italy was owed by ey $ 45,448,860 
Britain. 1,214,820 
Total geceipts........... $ 46,663,680 


Italy was due to pay to Britain $ 22,819,560 
‘U.S.A. 14,601,660 








Total outpayments....... $ 37,421,220 
Thus Italy would retain for her 
DI k6s eck pone Haren $ 9,242,460 
3. France: 
France was Ow ed by any $199,706,880 
Others. 1,834,140 
Total receipts....... $201,541,020 


France was due topay to Britain $ 64,790,400 
U.S.A. 39,993,780 





Total outpayments....... $104,784,180 
Thus France would retain for 
her own uses............. $ 96,756,840 


4. Great Britain: 


Great Britain was owed by 
ET inay Caen ines ob $ 86,228,400 











Great Britain was owed by 

ee re 64,790,400 
Great Britainwasowedbyltaly 22,819,560 
Great Britain was owed by 








NS ES acon shes" Gch het 6,860,160 
Total receipts........... $180,698,520 
Great Britain was due to pay 
Se Ser ee ee ee $159,927,480 
Great Britain was due to pay 
cistern reed eaies 1,214,820 
Total outpayments....... $161,142,300 
Thus Great Britain would re- 
tain for her own uses....... $ 19,556,220 


5. United States: 

TheU.S.A. wasowed by Britain $159,927,480 
- a “ “France 39,993,780 
‘“ Germany 15,745,020 
“ Ttaly 14,601,660 





me" Others —-8,670, 480 
Fotal receints..........+.+.. $238,938,420 
CPntpayments............ None 


Thus on reparation and war-debt settlements the 
stake of the ultimate creditors of Germany was, in per- 
centages: 





fe eee 58.8 per cent 

RS su wansiinanes a 

PG o's. vtateneee 48" * 

BN Gikanteca need es“ 

ee 10.3" “* 
100 











It should be noted that the foregoing analysis of the 
destination of payments is a description of what would 
have happened in 1931-32 if all nations had met their 
obligations. According to the theory officially held by 
the American government up to the eve of the mora- 
torium, the connection between Germany’s payments to 
her creditors and her creditors’ payments to the United 
States did not exist. In American law and theory the 
sums owing to the United States were independent ob- 
ligations by each of America’s debtors. What we have 
described is the method by which these obligations 
would have been discharged, had there been no crisis. 


C. The Short-Term Debts to Private Creditors 


Exact figures are not available showing the extent of 
Germany’s short-term indebtedness at the time we are 
considering, namely, between June 5, when the Ger- 
man government made its appeal to the world, and 
June 20, when President Hoover announced his plan 
for the moratorium. During this period the amount of 
short-term indebtedness was changing rapidly owing 
to panic-stricken withdrawals. Moreover, even in more 
normal times the amount of short-term indebtedness of 
a great trading nation can only be estimated. The most 
authoritative estimates are those supplied to the Wig- 
gin Committee by the German government as of the 
end of December, 1930, and as of the end of July, 
1931.’° On the first of these dates the total short-term 
indebtedness of Germany was about 2,450 million dol- 
lars, and on the later date it was about 1,900 millions. 





* Wiggin Report, Annex IV. 
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A closer estimate of the position is made possible by 
using the more detailed statistics accumulated from the 
reports of six large banks, four other banks, and eight- 
een private banks and published in the report of the 
Wiggin Committee. The indebtedness of these twenty- 
eight institutions was believed to comprise about 85 
per cent of the short-term indebtedness of all German 
banks.*® These figures show that on March 31, 1931, 
before the crisis occurred, short-term credits were 


divided as follows: 





LE Serre 37-1 per cent 
0 Te ee ma4° * 
Switzerland........ 13.9 
Netherlands........ 9.7 “ 
ae 6.5 
Sweden............ Ks 

BR ian vkavennn 10.2 

100 


Thus if the total short-term debt on the eve of the 
crisis was in round numbers 2.5 thousand million dol- 
lars, the stake of each country was approximately as 


follows: 
eS bv ndaaw et $925 ,000,000 
Ee ee: 5 10,000,000 
Switzerland......... 350,000,000 
Netherlands......... 2.45 ,000,000 
| ere 160,000,000 
er 5 5 000,000 











D. Estimated Total Stake of Germany's Principal 
Creditors 


In order to arrive at a working conception of the 
relative importance of what each nation had at stake 
in the solvency of Germany, we are summarizing the 
percentages of their respective claims under the three 
preceding sections. It will be understood that we are 
considering only actual debts, and are disregarding for 


the present all larger economic and political implica- 
tions. 


Net Receipts 

Long- Short- Total from Repa- 

Term Term Private rations and 

Debts Debts Debts War Debts 
United States. 55.2% 37.1% 48.2% 58.8% 
Great Britain. 11.5 20.4 14.8 4.8 
Netherlands.. 12.3 9:7. 11.3 _ 
Switzerland .. 5.4 13.9 8.5 a 





POOR... ..... 5-0 6.5 5°5 23.8 
Sweden...... 8.3 8 6.6 — 
re 0.5 — 0.3 2.3 
Other Countries 1.8 10.2 4.8 10.3 
100 100 100 100 


Thus it transpires, first, that the American stake in 
Germany’s government and private obligations was 
equal to that of all the rest of the world combined; 
second, that the British private stake was very large, 
and second only to the American; third, that the Italian 
stake was negligible; fourth, that the French private 
stake as a whole was relatively small, being only one- 
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eighth of the American and less than one-half of the 
British; fifth, that the French stake, such as it was, was 
largely in reparations and the specially protected 
Dawes loan. Furthermore, the American stake, while 
large, was widely distributed. Private estimates indi- 
cated that about a fifth of the amount was held by a 
hundred or more banks throughout the country, and 
the rest in miscellaneous and often very small holdings. 

These circumstances comport with the fact of Ameri- 
can concern about German solvency and American 
initiative in seeking to maintain it. They comport with 
British support of the American position, with Italian 
disinterestedness, and with France’s especial concern 
about the integrity of reparations. It is not our inten- 
tion to argue that national policies were wholly deter- 
mined by the immediate stake of each nation in Ger- 
many’s indebtedness. Other considerations played a 
part. We simply point out that the conduct of each na- 
tion in the events we are about to describe was con- 
sistent with the size and the distribution of its financial 
interests. 


5. THE GERMAN CRISIS OF JUNE PRECIPITATED 


All the weaknesses of the German position had been 
made manifest to the world by the end of May. There 
ensued a flight from the reichsmark, that is to say, on 
the part of Germans a panicky effort to convert their 
holdings into foreign currencies, on the part of foreign 
creditors a panicky effort to withdraw short-term 
credits. The visible sign of the flight was the Reichs- 
bank’s loss of gold. Up to the end of May it had still 
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on the balance been gaining gold, recovering slowly a 
part of what it had lost in the great flight of capital 
following the elections in September, 1930. Most of 
the gold, however, which Germany was gaining at the 
end of May came from Russia, which had been buying 
an equivalent amount of foreign exchange on the Ger- 
man market.* These gains, therefore, did not result 
in any real increase of liquid assets or of legal cover for 
the currency. The Reichsbank’s combined holdings of 
gold and foreign exchange were actually smaller in 
May than at the beginning of the year. 

In the first week of June the Reichsbank was forced 
to give up gold to meet foreign demands. In that week 
its report showed that it had lost about 21 million dol- 
lars. By the end of the second week it had lost 126 
millions; by the third week, when President Hoover 
intervened, it had lost 227 millions. In the three weeks 
of June the Reichsbank lost 41 per cent of its holdings, 
and on the two worst days, just before the President 
acted, the loss had become so accelerated that within a 
week all the gold would have been exhausted. In the 
two great flights of capital—in the autumn of 1930 and 
in June, 1931—the Reichsbank lost half of its gold and 
other reserves.”® 

These movements of gold give no more than an in- 
dication of what was happening. With the help of esti- 
mates reported by the Wiggin Committee, it is possible 
to obtain a somewhat more clearly defined picture of 
the general course of events, in which the export of 





** Commercial and Financial Chronicle, CXXXII, 3602, May 16, 1931. 
8 Federal Reserve Bulletin, Sept., 1931. 


[154] 











gold was merely a final term. Between March 31, 1931, 
and the middle of July,”® twenty-eight principal public 
and private banks were called upon to pay off about 
310 million dollars in short-term indebtedness. Of this 
amount the Americans called home 160 million dollars, 
the British twenty-five, the Dutch fifty, the Swiss fifty, 
and the French eighteen millions. The most panic- 
stricken of Germany’s creditors were the Americans, 
the Dutch, and the Swiss. Whereas the French called 
home only a fifth of their holdings and the British less 
than a tenth, the Swiss called in not quite a third, the 
Dutch about three-eighths, and the Americans almost 
a quarter. 

Since the Americans had most to call home, the panic 
of the American creditors was the central feature of 
the crisis. 





* Wiggin Report, Annex V, Section II (1). 
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CHAPTER NINE 


A RESPITE FROM REPARATIONS 


IT 1s certain that no such situation as that which devel- 
oped by the end of June, 1931, had been foreseen by 
Germany’s creditors, either governmental or private. 
The best evidence of how private creditors felt is the 
fact that by the end of 1930 they had invested over six 
thousand million dollars in Germany.’ 

The evidence as to the expectations of the govern- 
mental creditors is indirect, but no less conclusive. In 
fixing the total annuity payable by Germany under the 
New Plan, the European governments had on the ad- 
vice of the Young Committee divided the payments 
into two parts. The first part, amounting to 612 million 
reichsmarks, was designated “unconditional,” that is, 
“payable without any right of postponement of any 
kind in foreign currencies.”* The remainder was “‘post- 
ponable” as to transfers into foreign currencies for ‘‘a 
period not exceeding two years.”* In making this pro- 
vision, the Young Committee stated that it was recom- 
mending this “additional margin of safety” in order 
“to protect Germany against the possible consequences 





* Wiggin Report, Part I. 

*Report of the Committee of Experts, June 7, 1929, Par. 89. This sum 
does not include the service on the Dawes loan of 1924. 

* Report of the Committee of Experts, June 7, 1929, Par. 116. 
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of a comparatively short period of depression.’* Ger- 
many had the right, by giving at least ninety days’ 
notice, to suspend the transfer into foreign currencies 
for a period of not more than two years, although she 
was obligated to continue depositing with the Bank for 
International Settlements reichsmarks to cover the “un- 
conditional” part of the annuity. 

Thus, as matters stood legally in June, 1931, if Ger- 
many invoked her right to postpone transfers, the relief 
could not come in less than ninety days, and Germany 
was giving up gold at a rate which would have ex- 
hausted her supply in a few weeks. The relief she could 
obtain was only in respect of two-thirds of her obliga- 
tion to convert marks into gold values, a partial relief 
of her exchange problem. There was little prospect of 
relief for her budgetary problem, since the postponable 
part of the annuity in any event had to be raised in 
reichsmarks and deposited in the Reichsbank to the 
account of the Bank for International Settlements. Thus 
the provisions of the Young Plan were entirely inap- 
plicable to the crisis of June. 

The European creditors of Germany had, however, 
envisaged the possibilities of another kind of relief for 
Germany. It is embodied in a Concurrent Memoran- 
dum, attached to the Young Report but not made a 
part of it and not signed by the American Experts, 
although it was adopted by the European governments 
at the Hague Conference of January, 1930.° This agree- 





“The actual provisions are set forth in the Certificate of Indebtedness, V, 
3-8, and in Annex II, Appendix I, of the Protocol of August 31, 1929. 
*Document of the Hague Final Act. 
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ment provided that during the first thirty-seven years 
of the New Plan two-thirds of any reduction made by 
the United States in its government war debts should 
be passed on to Germany in the relief of its postpon- 
able annuities, and in the last twenty-two years all of 
it. As the total “outpayments” to the United States for 
1931-32 would have been 942.3 million reichsmarks, a 
total suspension of American claims would have given 
Germany a net relief of 628.2 million reichsmarks. 
Germany would still have had to raise 956.8 million 
reichsmarks and to transfer 612 millions. France would 
still have received 500 million reichsmarks. 

Thus if Germany had invoked all her rights under 
the Young Plan and the United States had surrendered 
all rights under the debt settlements, the utmost relief 
which Germany could have had would have been a 
reduction of one-third of the reichsmarks she had to 
raise and a reduction, after a three months’ interval, of 
two-thirds of the amount she had to transfer into for- 
eign currencies. In a galloping crisis like that of June 
this would have been no relief at all, for the German 
budget and German exchange were both prostrated. 

Even supposing that the relief contemplated had 
been adequate to Germany’s needs, it was inconceiv- 
able that the United States, which had no legal or 
moral commitment under the arrangement, should play 
the rdle assigned to it in this hypothesis. To surrender 
the government’s claim entirely in order to permit Ger- 
many to continue paying European governments, with- 
out at the same time according the German economy 
the relief which might protect American private inter- 
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ests, would have been a quixotic policy. In view of the 
large private American interests in Germany, the only 
possible policy for the United States was one which 
would give Germany the maximum relief on her gov- 
ernment debts with a view to preserving from in- 
solvency the German economy as a whole. This could 
be done only if the suspension of war-debt payments 
was accompanied by the total, rather than the partial, 
suspension of reparations. 

Such a program had not been envisaged by the vic- 
torious powers in Europe. But equally it had not been 
envisaged in any official declaration of American 
policy. For American policy on the subject of war debts 
and reparations, as formulated by President Wilson in 
August, 1920, had taken no account of one of the chief 
elements in the actual situation which confronted the 
Hoover Administration in June, 1931. That was the 
subsequent growth of a vast American private interest 
in Germany. 

When, at the close of the war, the Allies suggested 
to President Wilson that their war debts should be 
forgiven, the suggestion amounted to a proposal that 
the United States surrender its claims in order that 
their net collection from Germany might be greater. 
The idea was that if the United States would not com- 
pel the Allies to pay, the Allies would not need to com- 
pel Germany to pay so much. Thus by moderating their 
claims against Germany, they would have stronger as- 
surance of collecting their claims. It was this proposi- 
tion that President Wilson rejected with some heat in 
his letter of August 5, 1920, to Mr. Lloyd George. 
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“The United States,” he said, “fails to perceive the 
logic in a suggestion in effect either that the United 
States shall pay part of Germany’s reparation obliga- 
tion or that it shall make a gratuity to the Allied Gov- 
ernments to induce them to fix such obligations at an 
amount within Germany’s capacity to pay. This gov- 
ernment has endeavored therefore in a most friendly 
spirit to make it clear that it cannot consent to connect 
the reparation question with that of intergovernmental 
indebtedness.” 

In this statement, which is the original exposition of 
American war-debt policy, the guiding principle was 
the insistence that the Allies must make a settlement 
with Germany based on Germany’s capacity to pay 
rather than on an estimate of their own needs. In de- 
clining to connect reparations and debts, President 
Wilson sought to put upon the Allies the whole re- 
sponsibility of making a reasonable settlement with 
Germany. He refused to buy a moderate settlement, 
and insisted that a moderate settlement should be 
reached on its merits and for its own inherent value in 
the pacification of Europe. 

The matter did not, however, work out as he be- 
lieved it would. The European victors during the dec- 
ade of the twenties made several attempts to settle with 
Germany. But although they pretended to invoke the 
principle of Germany’s capacity to pay, they really 
acted on the principle of their own conception of their 
own needs. At each successive “settlement” with Ger- 
many, the sum of Allied needs was denominated as 
within Germany’s capacity to pay. 
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Thus the real principle of British policy was not 
what Germany could pay but what Great Britain 
needed to balance her external war debts. This prin- 
ciple was laid down in the Balfour Note of August 1, 
1922, which stated that “in no circumstances do we ask 
more of our debtors than is necessary to pay our cred- 
itors.” This meant that the British claim on Germany 
would be the difference between what Great Britain 
could collect from France and Italy and her other 
debtors and what she would have to pay the United 
States. British policy, in other words, was based not on 
what Germany could pay but on what Great Britain 
needed in order to break even. 

The real principle of French policy was equally re- 
mote from the principle of German capacity to pay. As 
stated by M. Raymond Poincaré, it was that “whatever 
settlement is made should guarantee us from our 
debtors, besides the total payment of what we owe our 
creditors, a clear indemnity for war damages.” This 
clear indemnity the French fixed at about 125 million 
dollars annually for thirty-seven years. The Belgian 
principle was similar to the French, and the Italian was 
essentially the same. 

Thus the claims upon Germany were arrived at by 
taking the net sums of what the Allies had to pay to 
America and adding indemnities. This conception of 
their necessity to be paid became their conception of 
Germany’s capacity to pay. The problem of the war 
debts and reparations became, then, the problem of 
creating the German capacity to pay. At each fresh 
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expert examination of this problem, it was realized 
anew that, short of an expansion of the German export 
trade so gigantic as to ruin the other exporting nations, 
Germany did not out of her own resources have the 
Capacity to pay the sums demanded of her. 

The alternatives were to reduce the claims radically 
or to lend Germany the money to meet them. Since 
radical reduction was politically impracticable, the 
course adopted was to encourage German borrowing 
on a great scale. 

By this means the illusion was created that war debts 
and reparations had been settled on a workable basis. 
What had actually happened was that they were sup- 
ported by an increasingly dizzy structure of private 
debt. It was a structure which could stand only as long 
as it was raised higher and higher. By June of 1931 the 
whole structure was in collapse, threatening to bring 
down with it in one smash all the public and private 
debts of Germany. 


I. THE ANNOUNCEMENT OF THE MORATORIUM 


Since neither the Young Plan nor the American debt 
policy provided a remedy for a crisis of so catastrophic 
a character, it was inevitable that a remedy should be 
improvised. This is what President Hoover did in the 
weeks immediately preceding June 20. 

Although it had been realized during May that the 
German position was becoming critical, it was not until 
the first week in June, at the time when heavy with- 
drawals from Germany began, that a plan of action 
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began to take definite shape.® The plan was formulated 
in the President’s mind between June 2 and June 5, 
when Mr. Hoover discussed it with Secretary Stimson 
and Secretary Mellon. On June 8 the President laid the 
plan before the Cabinet. The following day Secretary 
Mellon sailed for England on what was to have been 
his holiday.” He was, however, directed to report to 
the President on conditions after his arrival in Europe, 
and in the interim the President worked on the details 
of the plan, and upon the effort to obtain legislative 
support in Congress. On June 13 Secretary Stimson and 
the Acting Secretary of the Treasury, Mr. Ogden L. 
Mills, conferred with Mr. Owen D. Young, Mr. 
George L. Harrison, Governor of the Federal Reserve 
Bank of New York, and with Mr. S. Parker Gilbert, 
former Agent General for Reparation Payments, then 
a partner in J. P. Morgan and Co. Two or three days 
later the President made a brief trip to Indianapolis to 
deliver a speech to a meeting of Republican editors. 
He made no reference to the plan in his speech, but 
took occasion, while he was traveling, to consider the 
matter further and to sound out sentiment. He re- 
turned to Washington on June 18 and immediately 
began a series of conferences with Republican and 
Democratic leaders in Congress for the purpose of ob- 
taining their support. June 18 was a Thursday. On 
Friday the crisis in Germany became desperately acute. 
At the same time the careful secrecy which had sur- 





* Cf. interview with Acting Secretary of State William R. Castle, Jr., New 
York Times, July 8, 1931. 
* See footnote, p. 144. 
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rounded the plan during the conferences with Con- 
gressional leaders began to break down. Rumors were 
circulated of an impending action by the government. 
By the afternoon of Friday the 19th, this combination 
of circumstances made some official statement neces- 
sary, and the President announced to the press that he 
had conferred with leaders of both political parties 
then in Washington with a view to “strengthening the 
situation in Germany,” that “no definite plans or con- 
clusions have yet been arrived at,” but that the response 
which he had met “was most gratifying.” On Saturday 
morning the panic among German creditors became so 
violent that it seemed probable that the German banks 
would not be able to reopen and continue payments on 
the following Monday. The pressure for action had 
become overwhelming, and at 6 p.M. on Saturday after- 
noon, June 20, the President made public his proposal 
for a one-year postponement of all payments on inter- 
governmental debts. 

The inner history of the secret negotiations which 
preceded the announcement, and of the part played in 
them by different individuals, must be left to the his- 
torian of the future, who will have access to the private 
papers and diaries and memoirs which are yet to be 
written. We shall not attempt here to reconstruct the 
story out of the fragmentary reports and interviews 
available to us. It will suffice for our purpose to note 
that the plan was formulated after many consultations 
designed to insure the approval of Congress and with- 
out any consultation with France, the other principal 
creditor in the war-debt transactions. 
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In the document in which President Hoover an- 
nounced his plan to the world, he devoted himself en- 
tirely to satisfying American views and sensibilities.*® 
Thus, after stating the proposal for the postponement 
of payments of principal and interest on all inter- 
governmental debts arising out of the war, Mr. Hoover 
recorded the names of the legislative leaders who had 
approved the plan. He then declared that the purpose 
of the plan was “to give the forthcoming year to the 
economic recovery of the world, and to help free the 
recuperative forces already in motion in the United 
States from retarding influences from abroad.” He 
went on to say that while “the fabric of intergovern- 
mental debts” is supportable “in normal times,” it 
weighs heavily in the midst of this depression. ‘This 
and the other difficulties abroad,” he then said, “dimin- 
ish buying power for our exports and in a measure are 
the cause of our continued unemployment and con- 
tinued lower prices to our farmers.” He then expressed 
the hope that ‘by wise and timely action,” the pressure 
of adverse forces might be relieved, confidence re- 
established, and political peace and economic stability 
promoted. “The essence of this proposition,” he de- 
clared, “is to give time to permit debtor governments 
to recover their national prosperity.” This announce- 
ment to the world, in the form of an appeal to the 
self-interest of the American people, contained in its 
concluding paragraphs an emphatic statement of the 
President’s views on the general subject of debts and 
reparations. Mr. Hoover reaffirmed the contention that 





* For text of statement, see Appendix III (4). 
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the payment of debts by the Allies was “settled upon a 
basis not contingent upon German reparations or re- 
lated thereto,” and declared that he did “not approve 
in any remote sense of the cancellation of the debts 
to us.” 

The President’s plan was published in the news- 
papers of Sunday, June 21. On the following day prices 
rose in a burst of bullish enthusiasm in all the security 
and commodity markets of the world. The public re- 
ception of the plan was wholly favorable in the United 
States, in all the neutral countries, and in all the Euro- 
pean nations directly concerned, excepting France and 
her Continental allies. Messages poured in almost im- 
mediately, indicating the unqualified acceptance of the 
plan by the governments of Germany and Austria, of 
Great Britain and Italy. But the French government 
and French press did not join in the chorus of approval 
and assent. : 

It was immediately evident that before the plan 
could be put into effect negotiations would have to be 
undertaken with the French government. 


2. THE FRANCO-AMERICAN NEGOTIATIONS OVER 
MR. HOOVER’S PLAN’ 


The French government’s note dealing with the 
President’s proposal was received on June 24, and the 
ensuing negotiations lasted until July 6. They were 
conducted in Paris by Secretary Mellon and Ambassa- 
dor Edge for the United States, and by Premier Laval, 


M. Aristide Briand, Minister of Foreign Affairs, | 


M. P. E. Flandin, Minister of Finance, M. Francois 
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Petri, Minister of the Budget, and M. Francois-Poncet, 
President of the Council of National Economy. The 
Administration in Washington participated actively in 
the discussions, and it may be noted that for the first 
time in history an important and intricate international 
conference was carried on very largely by means of the 
transoceanic telephone.® 

The substance of the French objection to the Presi- 
dent’s plan was that it ignored both the letter and the 
spirit of the Young Plan. Thus, for example, on June 
22, the semiofficial Temps said, in a leading article, 
that while Mr. Hoover had been very careful to safe- 
guard fully for the future the American policy as to 
war debts, he had made a proposition “completely in- 
dependent of the Young Plan... impossible to 
harmonize with the stipulations of the Plan.” The 
Temps went on to say: 


That Mr. Hoover wishes to safeguard fully for the future 
the American interest in that which concerns the debts is 
very legitimate, but he should not take it amiss if we have 
the same legitimate preoccupation in saving fully for the 
future our interest in that which concerns the reparations 
that are due us. If Mr. Hoover cannot admit that the debts 
contracted with America should not be paid, all the more 
reason why we cannot admit that the reparations which are 
due us and which must cover for us the damages we have 
suffered should not be paid. 


A few days later (issue of July 1), the same news- 
paper stated the position again, saying: 





*We do not feel able to appraise the effects of the use of the telephone 
in negotiations of this kind. That would require a special study of very 
gteat interest and perhaps of considerable importance. 
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If the United States can ignore the final and definitive 
regulation of reparations embodied in the Young Plan, 
France has the duty to watch over the maintenance of this 
agreement, which engages formally all the powers that have 
signed it. . . . The actual problem consists in harmonizing 


Mr. Hoover's proposition with the maintenance of the Young 
Plan. 


It was made immediately plain that while the French 
government was willing not to receive actual payments 
during the year of the moratorium, it would insist upon 
an arrangement by which the forms and the obligations 
of the Young Plan were kept technically intact. The 
French note of June 24 proposed therefore that Ger- 
many be required to pay the non-postponable part of 
her reparation debt into the Bank for International 
Settlements, and that the sums thus paid by Germany 
be used at once “for improving credit in Germany as 
well as in countries of Central Europe, and especially 
those in which the suspension of the execution of the 
Young Plan during one year might create financial and 
economic disturbance.” The French note stated, more- 
over, that “it goes without saying that the amounts so 
employed would again become available at the expira- 
tion of the period of one year contemplated as the 
limit of provisional suspension of the Young Plan.” 

The French proposal thus differed in form from the 
President’s in that it insisted upon the continuation of 
the payment of the unconditional part of the annuity. 
It differed in substance from the President’s proposal 
in that it proposed that these payments made by Ger- 
many should be loaned not merely to Germany but to 
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France’s allies in Central Europe as well, and that they 
should be available as reparations at the expiration of 
the one-year moratorium. 

The French note was submitted to the Chamber of 
Deputies, and after a heated debate was approved by a 
vote of 386 to 189. In this vote the Socialist Party, led 
by M. Léon Blum, supported the government, and the 
Radical Party, under M. Herriot, voted against it. The 
position taken by the French government and upheld 
by the French Chamber was not acceptable to Wash- 
ington. 

On July 1 Ambassador Edge in Paris was instructed 
to present a memorandum to the French government in 
which the President said that in his view “all post- 
poned payments should be funded over a long period, 
of, say, twenty-five years,” and should “bear interest at 
the average rate paid by the creditor governments on 
their own public debt at the end of the succeeding 
fiscal year.” The memorandum then pointed out that 
there was an agreement on two all-important points: 
first, that France would forego the receipt of any pay- 
ments from Germany for the period of one year; and, 
second, that the principle of continuity of payments of 
unconditional annuities was recognized while complete 
relief was afforded to Germany. There remained, it 
said, four points of difference: 


1. The French desired that the sums paid by Germany to 
the Bank for International Settlements should be reloaned 
to German industrial and financial concerns rather than to 
the German government. The American contention was that 
this gave no direct relief to the German government. 
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2. The French government suggested that 25 million dol- 
lars of the unconditional payments be made available to 
Central European countries. The American government re- 
garded a diversion of this sum from Germany as a violation 
of the broad proposal of the President to suspend all pay- 
ments of intergovernmental debts, and proposed that instead 
this relatively small amount of relief to Central European 
countries be provided through codperative action of the cen- 
tral banks or through the Bank for International Settlements. 

3. The French proposed that repayments of the postponed, 
or conditional, amounts be made at the end of two years, 
whereas the American government suggested twenty-five 
years. It was proposed to negotiate this matter. 

4. Under the terms of the Young Plan, France was obli- 
gated, in case of suspension by Germany of conditional 
reparations, to pay into the Bank for International Settle- 
ments on demand a sum of approximately 120 million dol- 
lars, to be applied in part to increasing payments to be 
received by the other creditors during the period of suspen- 
sion. France naturally desired to be sure that in agreeing to 
the suspension of conditional payments for the year she 
would not be obligated to pay this 120 million dollars into 
the guarantee fund. With this the American government 
agreed readily. 

There was, however, an additional contention by the 
French government in regard to the guarantee fund. It was 
that the sums paid by Germany during the year of suspen- 
sion and reloaned to Germany should be credited to the 
guarantee fund just as if France herself had actually made 
the deposit, thus relieving France of any further obligation 
in respect to the guarantee fund. 

With this proposal the American government disagreed, 
saying that it violated the principle which France had previ- 
ously accepted, namely, that she was interested in the con- 
tinuity of the unconditional payments merely as a matter 
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of form, for this suggestion would amount to an actual 
payment. The memorandum pointed out that this particular 
proposal involved a modification of the Young Plan ‘‘which 
we understand the French government was particularly 
anxious to avoid. The American government, not being a 


signatory, cannot, of course, undertake to negotiate a 
change.” 


After about ten days of negotiation, an agreement 
was arrived at on Monday, July 6. The French attained 
their objective, which, in the words of the Temps, was 
to “harmonize Mr. Hoover's proposition with the main- 
tenance of the Young Plan.””® The payment of inter- 
governmental debts was postponed from July 1, 1931, 
to June 30, 1932," but the German government was 
obliged to continue the payment of the unconditional 
annuity by deposits in the Bank for International Settle- 
ments.’* The bank invested these funds as received in 
the government-guaranteed bonds of the German rail- 
ways, due to be amortized in 1943. The railways in turn 





Already cited; issue of July 1; leading editorial, dated June 30. 

% Accord of July 6, 1931, Sec. 1, 2. 

“Cf, American memorandum of July 4, 1931, Sec. 1. The minor differ- 
ences were adjusted as follows: (1) The suspended payments were made 
payable, not in twenty-five annual installments as originally proposed by the 
American government, and not at the end of the second year as originally 
suggested by the French, but in ten annual installments beginning on July 1, 
1933. (2) The French government’s proposal that $25,000,000 of the Ger- 
man payment be loaned to other Central European governments was 
abandoned and the American proposal of a credit by the central banks 
through the medium of the Bank for International Settlements adopted. 
(3) The question of the guarantee fund under the Young Plan was left 
to an understanding between France and the Bank for International Settle- 
ments, to the effect that France should not supply the fund except in 
monthly payments when needed after actual transfer of payments by Ger- 
many. (4) The problem of deliveries in kind was relegated to a committee 
of experts of the interested powers which would “reconcile the material 
necessities with the spirit of President Hoover's proposal.” (5) France re- 
served the right to request assurances that Germany would utilize the sums 
freed to the budget “for exclusively economic purposes.” 
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passed to the government the amounts received from 
the bank, relieving the budget to that extent.” 


3. THE GERMAN CRISIS CONTINUES 


The actual adoption of what had now become the 
Hoover-Laval plan for a moratorium did not stabilize 
the German credit position. On the contrary, in the 
week following, between July 7 and July 15, heavy 
withdrawals were resumed and the Reichsbank again 
lost a considerable amount of gold.** The moratorium 
had proved to be insufficient to restore the confidence 
of the private creditors of Germany. The fortnight de- 
voted to the Franco-American negotiations had adver- 
tised the weakness of the German position and had 
brought into high relief the bad relations between 
Germany and France. The German government, 
though it was strongly urged to do so by the British 
and the Americans, felt itself too weak at home to 
make the kind of political concessions which might 
have improved the atmosphere of Franco-German re- 





* This meant that the railways incurred a debt with no corresponding 
value received, but this situation was probably met by the government's 
guarantee of their bonds. 

* The losses during the period from May 31 to July 15 were, in millions of 
reichsmarks, for the reporting periods ending: 
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fations. There was no renunciation of the Austrian 
customs union, though eight weeks later the renuncia- 
tion was made when it was too late to do any good. 
There was no concession on the pocket battleship. The 
German government, in fact, did nothing, assuming, at 
great cost to itself and all the world, that after Mr. 
Hoover's intervention it could count upon America and 
Britain to take charge of German interests. The effect 
was disastrous because it demonstrated how politically 
irreconcilable were the chief debtor nation and the 
chief creditor nation of the European system. 

The situation was enormously aggravated by the be- 
havior of the spokesmen for German finance. Three 
days after the adoption of the Hoover-Laval accord, 
Dr. Luther, President of the Reichsbank, took an air- 
plane to London, and then, in company with Governor 
Norman of the Bank of England, crossed to Paris. 
There he attempted to negotiate a loan of 400 million 
dollars. The French were prepared to grant it only on 
severe and unacceptable political conditions. Not only 
did this spectacular quest for money fail, but it adver- 
tised still further Germany’s needs and the inability of 
her leaders to apprehend the realities of the situation. 
The appeal to London, and particularly to Governor 
Norman, could yield no money, but it produced an- 
other rich crop of irritated feelings. For Mr. Norman, 
as the French knew extravagantly well, was notoriously 
anti-French. 

This misguided airplane journey seemed to indicate 
that Germany, already head over heels in debt, desired 
to go still more deeply into debt rather than to make 
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the painful effort of restricting credit and stabilizing 
her own finance. In the American money market the 
German conduct at this time was severely disapproved, 
the proposal for a large German loan was summarily 
rejected, and in the plainest terms German finance was 
advised to pull itself together and stand on its own 
feet. All that Germany could obtain was an extension 
of the roo-million-dollar short-term credit granted by 
the central banks on June 25. : 

On July 13, two days after Dr. Luther’s return to 
Berlin, the great Darmstaedter und National Bank 
failed, the Boerse was closed, and the banks limited 
withdrawals to between 5 and 20 per cent of deposits. 
The following day all banks in Germany were closed 
by government decree. The next day, which was July 
15, the British government invited the ministers of the 
chief European powers to a conference in London on 
July 20. 


4. THE LONDON CONFERENCE (JULY 20-23, 1931) 


The British call for a conference marked the final 
chapter in a diplomacy which aimed to deal with the 
crisis without a true understanding of French views 
and a realistic appraisal of French power. Mr. Hoover 
had thought he could establish a moratorium on his 
own terms. Mr. MacDonald now thought Germany 
could be saved by Anglo-American initiative. But the 
French government and the French people, who had 
deeply resented Mr. Hoover’s failure to take them into 
his confidence before proposing his plan, had demon- 
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strated in the ensuing negotiations that their hand 
could not be forced. In calling the London conference, 
Mr. MacDonald had apparently not realized the situa- 
tion. At any rate the French did not hesitate to assert 
their views and the influence of their peculiar strength. 
Their reply to the invitation for a conference in Lon- 
don was that there would first have to be a conference 
in Paris. 

The French contention was agreed to and appear- 
ances were saved by an understanding that the first act 
of the conference, in Paris, would be known as ‘‘con- 
versations,” and the second act, in London, as a “‘con- 
ference.” The two acts of this one negotiation lasted 
from July 17 to July 23. The general subject to be dis- 
cussed was a method of arresting the withdrawal of 
short-term credits from Germany in order to prevent a 
collapse of German currency and a general bankruptcy. 
The French were prepared to offer the Germans a large 
loan subject to political conditions. The Germans de- 
sired the loan but could not and would not accede to 
the political conditions. The British were in no position 
to grant Germany a loan, and American bankers were 
quite unwilling to do so. Since the loan was imprac- 
ticable, and since abortive negotiations about it could 
only cause political friction, the diplomatic problem 
was how to sidetrack the subject of the loan and con- 
centrate on the only feasible remedy, which was an 
agreement to stop the withdrawals of existing short- 
term credits. 

The American representatives in this negotiation 
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were the Secretary of State, Mr. Stimson, and the Secre- 
tary of the Treasury, Mr. Mellon.’ Both happened to 
be in Europe on other business. They were appointed 
by the President as American delegates, and not as 
observers, to the London Conference.*® The German 
delegates were the Chancellor, Dr. Bruening, and the 
Foreign Minister, Dr. Curtius. The British delegate 
was the Foreign Secretary, Mr. Arthur Henderson, and, 
for the second act in London, the Prime Minister, Mr. 
MacDonald. The Italian delegate was the Foreign 
Minister, Signor Grandi, and the French delegates, the 
Prime Minister, M. Laval, the Foreign Minister, M. 
Briand, and the Finance Minister, M. Flandin. The 
Belgian delegates were Prime Minister Renkin and 
Foreign Minister Hymans, and Japan was represented 
by her ambassador to London, Mr. Matsudaira. 

The conversations in Paris began informally on Fri- 
day morning, July 17, before the Germans arrived. 
There was almost immediately a collision between the 
French and the British. The French pointed out that 
domestic sentiment would not support any plan to 
help Germany which appeared to be imposed upon 
France in London by the other nations. It was essential 
that the decision should appear to be made in Paris. 
The British bluntly opposed this contention. A rupture 
was avoided by the effort of the Americans, who per- 
suaded Mr. Henderson to stay in Paris for the meeting 





* Cf. footnote, page 144. 

* The President’s announcement was that “Secretary Stimson will attend 
the Conference in London which has been called by the British government. 
. .. I have asked Secretary Mellon, if consistent with his plans, also to 
attend in order that we may have the benefit of his advice as well.” 
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on Sunday, and M. Laval not to commit himself against 
the London meeting. 

The Germans arrived in Paris on the next day, which 
was Saturday, July 18. Before their arrival the Ameri- 
cans sent word to the Germans that they believed the 
French were prepared to deal fairly, that the United 
States government had done all it could for Germany, 
and that it was essential that the Germans meet the 
French in a conciliatory spirit. The meetings of the 
French and the Germans took place on Saturday after- 
noon and Sunday morning. They were sufficiently suc- 
cessful to permit M. Laval to announce that the con- 
versations would continue on Sunday afternoon in 
Paris and that France would attend the London Con- 
ference. 

At this Sunday afternoon meeting in Paris, Secretary 
Stimson, whose immediate purpose it was to prevent 
discussion of the political loan, suggested that there 
was no use putting more money into Germany until 
the present withdrawals had been stopped. It was re- 
ported that in making his point he had said it was no 
use pouring water into a tub with an unplugged hole 
in the bottom. After that, while the political loan was 
not formally abandoned, the ground had been pre- 
pared for the decisions in London to freeze the short- 
term German credits. Thus in effect the French won 
their original contention, which was that the real deci- 
sions should be made in Paris and not in London. 

Nevertheless, the project of the political loan hung 
threateningly over the conference when it met in Lon- 
don on Monday evening, July 20. At this meeting the 


{177] 





French stated that while their conversations with the 
Germans in Paris had been satisfactory, no proposal 
other than their own for a political loan had been put 
forward by anybody. After a statement by Dr. Bruen- 
ing of Germany’s difficulties and needs, the meeting 
was adjourned until Tuesday morning. 

The meeting on Tuesday was decisive. The Chancel- 
lor of the Exchequer, Mr. Snowden, proposed an im- 
mediate discussion of the French loan. This would 
have raised a sharp issue, but M. Laval did not insist 
on the discussion, and the Prime Minister, Mr. Mac- 
Donald, turned the discussion into other channels. The 
upshot of the debate was the admission by Mr. Snow- 
den, under questioning by Mr. Stimson, that a stop- 
page of the withdrawals from Germany was the in- 
dispensable first remedy. The matter was clinched 
when Mr. Stimson stated that he had received assur- 
ance from the New York banks which had extended 
the credits that they would agree to let them stand. 
In fact, a full week before the conference the leading 
New York and London banks had already entered into 
an agreement among themselves not to withdraw 
credits. 

The subsequent sessions of the conference were oc- 
cupied with complicated efforts to confine the proceed- 
ings to this narrow but definite proposal to stabilize 
existing credits. The British, on their part, sought to 
widen the issues to include the larger question of repa- 
rations; the French, on their part, to widen the issues 
to include the political loan. In the course of these 
maneuvers many things were revealed, including the 
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opinion of Mr. Snowden, of the extraordinary weak- 
ness in the position of the Bank of England. On July 
23 am agreement was arrived at, embodying three 
recommendations. 

The first was that the $100,000,000 credit to the 
Reichsbank which had been opened by the central 
banks on June 25 should be renewed, when due, for a 
further three months. The second was that concerted 
measures should be taken by financial institutions to 
maintain present credits, an arrangement which came 
to be known as the “‘standstill” agreement. The third 
was that the Bank for International Settlements should 
be invited to convene a committee to inquire into Ger- 
many’s immediate further credit needs and to study the 
possibility of converting a portion of the short-term 
credits into long-term credits. 

The conference adjourned in an atmosphere of some 
good will, having achieved its principal object. In the 
succeeding weeks the withdrawals from Germany were 
arrested, the export of gold ceased, and the German 
banks were able to reopen. On August 8, at Basle, the 
Bank for International Settlements convened the 


committee which the Seven-Power Conference had 
recommended. 


5. THE WIGGIN COMMITTEE 


The committee was composed of ten members nomi- 
nated, one each, by the ten leading central banks of 
issue of the world.” At this first meeting the committee 





“The committee consisted of the following members: nominated by the 
Bank of Italy, Signor Alberto Beneduce, President of the Consorzio di Credito 
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elected the American member, Mr. Albert H. Wiggin, 
who had been nominated by the Federal Reserve Bank 
of New York, as Chairman. Mr. Wiggin, as Chairman 
of the Governing Board of the Chase National Bank 
of New York, represented an important part of the 
very large American interests in the German short-term 
credits. Thus the group came to be known as the Wig- 
gin Committee.”* It sat from August 8 to August 18, 
examining the state of German finance. Its report on 
the German credit position was concise and, in view 
of the character of the committee, authoritative. At its 
invitation representatives of the creditor banks and of 
the German banks met at Basle on August 14 and after 
five days of close consideration they agreed to recom- 
mend to the numerous creditor banks a plan providing 
that existing short-term credits up to the total then 
outstanding should be continued for a period of six 
months. 

This arrangement took care only of the credits which 





per le Opere Pubbliche, Rome; nominated by the Swiss National Bank, Dr. 
R. G. Bindschedler, Vice-President of the Board of Directors, Crédit Suisse, 
Zurich; nominated by the Netherlands Bank, Mr. P. Hofstede de Groot, 
Managing Director, Amsterdamsche Bank, Amsterdam; nominated by the 
National Bank of Belgium, M. Emile Francqui, Vice-Governor of the 
Société Générale de Belgique, Brussels; nominated by the Bank of England, 
Sir Walter T. Layton, C.H., C.B.E., Editor of the Economist, London; 
nominated by the Reichsbank, Dr. Carl Melchior, partner of M. M. War- 
burg & Co., Hamburg; nominated by the Bank of France, M. Emile Moreau, 
former Governor of the Bank of France, President of the Board of Directors, 
Banque de Paris et des Pays Bas, Paris; nominated by the Bank of Sweden, 
Mr. Oscar Rydbeck, Manager, Skandinaviske Kreditaktiebolaget, Stockholm; 
nominated by the Bank of Japan, Mr. T. Tanaka, representative in London 
of the Bank of Japan; nominated by the Federal Reserve Bank of New 
York, Mr. Albert H. Wiggin, Chairman of the Governing Board, Chase 
National Bank of New York. 

* Three members of the committee—Messrs. Moreau, Melchior, and 
Francqui—had served as members of the Young Plan Committee. 
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had not yet been withdrawn. In regard to those which 
had been withdrawn, the committee contended that 
Germany would continue “under a condition of ex- 
treme strain” unless a part at least of this circulating 
capital was replaced. The committee then considered 
the two methods by which Germany might possibly 
without foreign assistance achieve this replacement. 
The first was to sell still more of Germany’s assets 
abroad. The committee found that of the short-term 
assets abroad, some were needed for current trade and 
others were not in a rapidly realizable form. On the 
long-term assets abroad, to the value of about 1,250 
million dollars, many were also not in rapidly realiz- 
able form. So the committee concluded that a mobiliza- 
tion of assets was not practicable. The second method 
considered was to acquire foreign exchange by creat- 
ing a favorable balance of trade through drastic re- 
striction of imports and exceptional efforts to maintain 
or even increase exports. Such a policy the committee 
found to be feasible, but “highly undesirable” from 
the point of view of Germany’s interest and of that of 
the other nations: it would involve for Germany a 
policy of continued impoverishment and high unem- 
ployment brought about by restricted credit, and would 
intensify the world depression by reducing German 
consumption of foreign goods and by creating a still 
more intense competition in the export markets. 

The committee concluded, therefore, that not only 
should the existing volume of credit be maintained, 
but that part of the capital withdrawn should be re- 
placed from foreign sources. Since a replacement of 
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capital by short-term credits would simply add to the 
instability of German credit, the committee declared 
that the real need of Germany was a long-term loan 
designed to replace part of the capital withdrawn and 
to convert part of the existing short-term credits. 

In the second part of its report the committee ex- 
amined the possibilities of a long-term loan and con- 
cluded that while the ordinary conditions for such a 
loan were by no means unfavorable, there were two 
fundamental political difficulties which had first to be 
surmounted. They were, first, the political risk arising 
out of “the relations between Germany and other Euro- 
pean powers,” and, second, the peculiar character of 
the external obligations of Germany which, “both 
public and private, are such as to involve either a con- 
tinuous increase in a snowball fashion of the foreign 
debt of Germany or alternatively a disproportion be- 
tween her imports and exports on such a scale as to 
threaten the economic prosperity of other countries.” 
To these two extraordinary defects in Germany’s basic 
credit-worthiness, the committee added a third general 
defect in the world situation: the contradictory poli- 
cies of governments which permitted the creation of 
great international debts and at the same time erected 
high tariffs which interfered with economic payment 
of the debts. ‘Financial remedies alone will be power- 
less to restore the world’s economic prosperity,” said 
the committee, “until there is a radical change in this 
policy of obstruction.” 

Thus, having recommended a “‘standstill arrange- 
ment” for a period of six months, for the outstanding 
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short-term credits, the Wiggin Committee dissolved 
with a plea to the governments by which alone the 
fundamental remedies could be applied. The agree- 
ment was finally accepted by the various national 
groups of creditors on September 17. Its acceptance 
marked the end of the international phase of the Ger- 
man crisis of the summer of 1931. It had occupied the 
center of attention since the beginning of June. 

For the time being, a complete bankruptcy had been 
avoided and the gold standard preserved in Germany. 
The United States had been drawn more intimately 
into European affairs than at any time since the Senate 
rejected the Treaty of Versailles. The American finan- 
cial system and the government had codperated offi- 
cially in a series of complex negotiations and confer- 
ences. The established policy as to war debts and 
reparations had been radically undermined. The depth 
and the extent of the American interest in European 
affairs had been demonstrated. 

The German chapter had not yet been concluded 
when the economic storm moved and struck Great 
Britain. 
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CHAPTER TEN 


THE BRITISH CRISIS 


I. FLIGHT FROM THE POUND 


ALTHOUGH measures to relieve Germany were finally 
adopted after four weeks of spectacular international 
negotiation, the net effect was an aggravation and an 
extension of the financial crisis. The burst of confi- 
dence which had greeted President Hoover’s initiative 
on June 20 had turned into panicky pessimism by July 
20. For the negotiations had emphasized the fact that 
a settlement of intergovernmental debts on a basis of 
common consent was not yet in prospect. They had 
shown, too, that Germany, though relieved of pay- 
ments amounting to over 400 million dollars, was 
nevertheless unable to meet her private obligations. 
The necessity of freezing the German short-term debt, 
and the fact that the “standstill” agreement was im- 
posed upon private creditors by the governments, were 
in the highest degree alarming to the creditor classes 
all over the world. The German affair had advertised 
the existence of a grave risk in what had been looked 
upon as the safest and most liquid form of foreign 
lending. 

With credits locked up in Germany, creditors were 
naturally concerned about their balances in other coun- 
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tries, and from this concern followed their impulse to 
move their balances to the countries offering the great- 
est security. Germany’s affair ended with the suspen- 
sion of foreign payments by her banks; the effect was 
to call into question the solvency of other banking 
centers. London, as the banking center of the world, 
thus became a focus of anxiety, and since London’s 
position was known to have many elements of serious 
weakness, a run on London, or a flight from the pound, 
began. 

The spread of the panic from Germany to Great 
Britain can be traced by noting the movement of gold 
during June and July. From the week ending June 3 
to the week ending July 8, while the flight from the 
mark was in progress, some of the gold exported from 
Germany sought refuge in London. The gold of the 
Bank of England increased, the ratio of reserves to 
liabilities rose from 50.19 to 57.73 per cent, and the 
price of sterling was steady at $4.86+. But in the week 
ending July 15, the period when it became known that 
not merely reparations were frozen, but also Germany's 
private debt, the international panic began and bal- 
ances were hastily withdrawn from London. While the 
seven-power conference was in session in London 
arranging for a moratorium on Germany’s private debt, 
the run on London was already in full progress. In the 
last two weeks of July the Bank of England lost 155.1 
million dollars in gold. Its total holdings fell from 
802.9 to 647.8 million dollars, and the ratio of reserves 
to liabilities fell from 57 to 32 per cent. The effect was 
to increase the panic, for, by July 29, the gold holdings 
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were below the 729 million dollars (150 million 
pounds) which the Cunliffe Committee in 1918 had 
designated as the minimum reserve.” 

At this point the loss of gold was checked in part by 
the action of the Bank of England in raising its dis- 
count rate from 21/4 per cent, where it stood on July 23, 
to 414 per cent,’ but chiefly by a joint credit of 250 
million dollars opened by the Bank of France and the 
Federal Reserve banks. The attempt artificially to sup- 
port sterling did not restore confidence in it. On the 
contrary, the spectacle of London having to depend 
upon Paris and New York undermined confidence 
more deeply and centered attention upon the weakness 
of British finance. During August the creditor classes 
of the world became explicitly and acutely aware of a 
deep-seated derangement of the British economy. 


2. UNDERLYING WEAKNESS OF THE BRITISH ECONOMY 


A bearish view of Great Britain’s economic future 
had been spreading in the whole post-war era, though 
there had been anticipations of this view in the decades 
before the war.* It was well known that Britain’s ex- 
ports, which played so central a part in her economy, 
had been declining, and it was evident that she was fail- 





* The Cunliffe Committee, officially designated as the Committee on Cur- 
rency and Foreign Exchanges, takes its name from the chairman, Lord Cun- 
liffe, at that time Governor of the Bank of England. It recommended the 
retirement of currency notes until the pound sterling was restored to parity 
with the dollar, and a minimum gold reserve of 150 million pounds. 

* The rate was raised from 21 to 31/, per cent on July 23, and from 314 
to 4 per cent on July 30. Cf. Commercial and Financial Chronicle, 
CXXXIII, 519, 685, 845, July 25, Aug. 1, 8, 1931. 

*Cf. André Siegfried, England's Crisis. 
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ing to hold her place competitively in the international 
markets. 

The implications and consequences of this economic 
trouble had been widely discussed for ten years. In 
June, 1931, the British government issued a blue book* 
officially and authoritatively confirming the existence 
of the economic disease and proposing remedies, which, 
because they were regarded as impracticable and unde- 
sirable in the creditor nations, deepened the sense of 
impending disaster. This report was issued by a com- 
mittee of which Lord Macmillan was chairman. The 
committee was appointed by the Treasury, and among 
its members were such internationally known figures as 
Lord Bradbury,’ Mr. Reginald McKenna, and Mr. J. M. 
Keynes. 

The Macmillan Report was published in June, that 
is to say, at precisely the moment when international 
financial opinion was in a mood to take the worst pos- 
sible view of everything. The document called attention 
to the fact that “trade and industry . . . were not 
merely depressed, but they were depressed in relation 
to the state of the rest of the world.”*® The world-wide 
depression should not be allowed to “obscure” the 
“special characteristics of the British situation.” These 
were, in brief, that Great Britain is a small crowded 
island, four-fifths urban, and that it must import 60 
per cent of its food and much else besides; that British 





“Committee on Finance and Industry—Presented to Parliament by the 
Financial Secretary to the Treasury. Referred to hereafter as the Macmillan 
Report. 

*Lord Bradbury dissented from most of the conclusions. 

*Cf. Macmillan Report, Chapter V. 
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exports are insufficient to pay for her imports, and that 
the balance of payments is made up out of banking and 
insurance commissions, shipping freights, the entrepot 
trade, and especially an income (in 1930) of about 
1,400 million dollars in dividends and interest on past 
savings invested abroad. 

The Macmillan Committee went on to point out that 
since 1913 exports had declined about 32 per cent, 
whereas imports had increased 18 per cent.’ Thus an 
increasingly unfavorable balance of trade had to be met 
by an increasing dependence upon the income from past 
savings. The financial markets of the world did not 
fail to note this confession that Great Britain was living 
on her inheritance, and that, although still a creditor 
nation, continuing to invest abroad, she had ceased to 
increase her capital out of her current earnings. The 
causes of her decline as an active commercial competi- 
tor were, it was generally agreed, due to high costs in 
her manufacturing. These costs arose out of high taxes, 
a great part of which were consumed in the service of 
the internal debt, out of obsolete equipment and un- 
progressive management* in the older industries de- 
voted to exports, and out of an increase in real wages 
owing to the strength of the trades-union movement. 

Among the diagnosticians of Great Britain’s trouble, 
there was no disagreement on the fundamental point 
that British manufacturing costs in terms of gold prices 
were too high in relation to gold costs among her com- 





"Cf. Macmillan Report, 46. 

*It has been pointed out that the backwardness in the management of 
certain British industries was due in part to the heavy loss of young men 
of the entrepreneur class during the World War. 
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petitors abroad. The heated debates about the British 
problem, which had been conducted within hearing of 
the whole world for nearly ten years, were concerned 
with the remedies for this disparity in gold costs. It was 
not denied by any competent debater that the disparity 
had to be removed. How to remove it and at whose ex- 
pense, was the only question. Broadly speaking, British 
opinion divided into two schools. One, the orthodox, 
favored a deflation of wages to a world-competitive 
level by direct cuts and by the indirect method of a 
tariff to raise domestic prices; it favored also a deflation 
of taxes by retrenchment of expenses for the social 
services, and particularly for unemployment relief. The 
attack on unemployment relief was inspired in part by 
its enormous cost in the budget, in part by the convic- 
tion that the system itself was demoralizing, but per- 
haps most of all by the belief that wages were kept from 
falling by the cushion of unemployment relief.° The 
other, the heterodox school of opinion, insisted that 
financial London, or the “City,” had profited at the 
expense of industry by the stabilization of the pound 
at too high a figure, and was opposed on political and 
humanitarian grounds to a frontal attack on wage costs; 
it proposed, however, to achieve the same broad pur- 
pose by bringing about some rise in world prices or at 
least a check to the decline, if possible, by concerted 
international agreement of the central banks. The more 
advanced advocates of this policy urged as a last resort 





* Evidence of this was first offered by Jacques Rueff, Counsellor of the 
French Embassy in London, in “Les Variations du Chémage en Angleterre,” 
Revue Politique et Parlémentaire, Dec. 10, 1925. 
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a check to deflation by Great Britain alone through 
abandonment of the gold standard and the adoption 
of a currency managed so as to raise the price level and 
thus reduce fixed charges. 


3. THE CRISIS 


The Macmillan Report startled the creditor powers, 
the French, the Dutch, the Swiss, and the Americans, by 
showing what enormous progress the heterodox school 
of thought had made. For, while the Macmillan Report 
expressly rejected the idea of abandoning the gold 
standard, it seemed to lean toward world-wide infla- 
tion, saying that ‘‘a failure by the central banks of the 
world to attempt to redress the fall of prices, in our 
judgment, would endanger the principles on which 
modern economic society is founded, namely, the de- 
pendence of the productive powers on the expectation 
of normal profit to individual concerns, and the sanc- 
tity of contract.’””® This conclusion was disturbing. 
For central banking opinion among the creditors was 
extremely skeptical as to the practicability, even if it 
were desirable, of such an undertaking. The central 
banks had been pursuing a very easy money policy 
during the depression without any effect in arresting 
the precipitous fall of prices. They had very little be- 
lief in their ability to lift prices by monetary action. 
Yet here was an eminent committee in Great Britain 
solemnly announcing that unless that was done which 
it was probably impossible to do, “the sanctity of con- 
tract,” that is, the repayment of debts, would be in 
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question. During July and August the Macmillan Re- 
port was read and digested in the financial markets, 
and its effect was to throw the greatest doubt not only 
upon the actual British position, but upon the purposes 
of those who controlled British affairs. 

In August, while sterling was being artificially sup- 
ported by Paris and New York, there occurred events 
which greatly aggravated the loss of confidence in the 
British position. On July 31 there was published an- 
other blue book, this time by a Treasury committee 
headed by Sir George May." The report dealt with the 
economies necessary to balance the budget. It an- 
nounced that even on “the fairly optimistic assump- 
tion that receipts in 1932 will in the aggregate equal 
the Budget estimates of 1931,” a deficit of about 600 
million dollars had to be met by new taxation or econ- 
omy. The May Committee, with its Labor members 
dissenting, proposed, as an essential part of the econ- 
omies, to cut the social services, and particularly the 
unemployment benefits. The economies suggested un- 
der these heads would have amounted to about 400 
million dollars, of which three-quarters were to be 
made by cutting unemployment benefits 20 per cent 
and by increasing the contribution of workers, employ- 
ers, and the state. 

The May Report, coming on the heels of the Mac- 
millan Report, taught the world that the British budget 
as well as the British economy was seriously out of 
balance. By August it had become imperative for the 
government to face the problem of balancing the 





4 Committee on National Expenditure. Cmd. 3,920. 
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budget. How serious the government’s position was, 
the world at large did not then know. But Mr. Philip 
Snowden, who was then the Chancellor of the Ex- 
chequer, has since revealed the fact that by the middle 
of November the Treasury would have been at the end 
of its resources.” With the Treasury in this condition, 
the flight from the pound was proceeding during Au- 
gust, and by August 23 it was reported that the Paris- 
New York credit of August 1 for 250 million dollars 
had been exhausted in the effort to peg sterling. A new 
loan had to be negotiated abroad, but obviously it was 
unobtainable unless the government took measures to 
balance the budget and thus to avert the need for in- 
creasing the national debt. 

In the third week of August Mr. MacDonald’s Labor 
Government was confronted with the necessity not only 
of balancing the budget immediately by taxation and 
economies, but of balancing it in such a way as to fe- 
store confidence among creditors at home and abroad 
in the purpose of the government to maintain the gold 
standard. It was not merely a question of obtaining a 
new loan. It was a question of persuading the world 
not to draw its funds out of London. For unless this 
was done, no credit would be adequate. 

In order to restore this confidence it was not sufh- 
cient to balance the budget. It was necessary also to 
prove that the British nation meant to balance its inter- 
national payments by reducing the gold costs of the 
manufacturing industries. This meant that British 





™ Speech broadcast on Saturday, October 17; printed in Times (London) 
of October 19. 
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credit became dependent upon evidence of British 
willingness to reduce wages, for, of course, credit in 
the eyes of creditors could not be reéstablished by any 
proposal to reduce the real value of debts. The creditor 
world had come to doubt whether Great Britain could 
reduce wages in view of the strength of the trades 
unions. The general strike of 1926 had not been for- 
gotten. Now, as we have already shown, the creditor 
classes throughout the world had been taught to be- 
lieve that “the dole” was the cushion which kept wages 
from falling. Thus a willingness to balance the budget 
by reducing the dole came to be the test of the credit- 
worthiness of the British system. 

On this issue the Labor Government split and 
foundered, with Messrs. MacDonald, Snowden, and 
Thomas taking the position that “the dole” had to be 
cut. The Labor Party deposed Mr. MacDonald by a 
vote of 274 to 6, and on August 24 the Labor cabinet 
resigned. The King immediately invited Mr. Mac- 
Donald to form a new National ministry, which would 
include Liberals, Conservatives, and the few Labor 
ministers who had stood with Mr. MacDonald. The 
new ministry, it was declared, ‘“‘would take whatever 
steps are necessary to justify the maintenance” of con- 
fidence in sterling. These measures, it was agreed, 
meant a reduction of the unemployment benefits, of 
government salaries and wages, of grants to the social 
services, and an increase in taxes. Four days later a 
joint loan of 400 million dollars to the Treasury, not to 
the Bank of England, was granted by private banking 
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interests in Paris and New York. Half of the French 
half was taken up in France by public subscription. 

This fresh credit did not stay the flight from sterling. 
For in spite of the demonstration that the National 
Government meant to balance the budget and cut “the 
dole,” confidence was not reéstablished. The immedi- 
ate cause lay in the low ratio of gold holdings to 
foreign balances in London. Back of this lay the vio- 
lence of the Labor Party’s opposition to the govern- 
ment’s program. This seemed to show that the funda- 
mental remedy of wage reduction would encounter 
extreme opposition from the trades unions. When on 
September 15 the Admiralty announced that there had 
been a mutiny in the fleet over the proposed cut in pay, 
the creditors were convinced that the British problem 
had not been taken successfully in hand, and a precipi- 
tous withdrawal of gold from London ensued. By Sep- 
tember 19 the credit of August 28 was virtually 
exhausted and the Bank of England informed Paris 
and New York that gold was still being drawn heavily. 
The London market had lost 1,000 million dollars in 
gold since the middle of July, and on Sunday, Septem- 
ber 20, the cabinet decided to suspend the gold stand- 
ard. The bill making this decision effective was passed 
by Parliament the next day. 
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CHAPTER ELEVEN 


THE AMERICAN CRISIS OF OCTOBER, 1931 


THE suspension of gold payments by Great Britain 
made a profound impression upon the whole world. 
The immediate effect was registered not merely in the 
disturbance of the money markets and an accentuated 
demoralization of international trade, but in a height- 
ened realization that the crisis required fresh efforts to 
achieve concerted international action. The financial, 
economic, and political effects were closely connected, 
and they led directly and immediately to a wholly new 
attempt at understanding and collaboration between 
France and the United States, the two chief creditor 
nations, the two remaining protagonists of the gold 
standard, the two strongest powers of Europe and the 
Americas. 


I. THE INVITATION TO M. LAVAL 


The moment it was known in Paris that the gold 
standard would be suspended in Great Britain, feelers 
were put forth toward the United States. On Friday, 
September 18, the situation in London had become so 
desperate that Paris and New York were consulted 
about the possibilities of obtaining additional credits 
to support sterling. The replies indicated that there 
was no prospect of assistance on the scale necessary to 
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save it. On that same day L’Information, the leading 
Parisian financial newspaper, published an article sug- 
gesting a visit to Washington by the French Premier. 

The idea was well received in Washington, and the 
Administration let it be known “that if Premier Laval 
desires to visit President Hoover, it is only necessary 
to give a hint to that effect to have it made clear that 
his desire has the full sympathy of the President.’’* By 
September 25, that is, in less than a week, the invitation 
had been officially extended and its acceptance ap- 
proved by the French Council of Ministers, President 
Doumer presiding. On Thursday, October 22, M. Laval 
and his party arrived in New York. 


2. THE SCRAMBLE FOR GOLD 


The course of events in the interval between the 
British suspension of the gold standard on September 
21 and the arrival of M. Laval on October 22, went far 
toward demonstrating the need of a positive codpera- 
tion between France and the United States. The finan- 
cial crisis all over the world became increasingly acute, 
and common action in meeting it became a necessity. 
Now it is no part of our task to attempt a financial 
history of this period. But it is a part of our task to 
note certain aspects of that history which exercised a 
direct influence upon international relations and the 
policies of governments. 

It was soon evident that the pound’s fall from gold 
would carry with it many other currencies. Within a 
week Norway, Sweden, and Denmark had had to sus- 





1 New York Times, Sept. 20, 1931. 
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pend the gold standard. On October 10 Finland, 
Northern and Southern Rhodesia followed. Most of 
South America had long since left the gold standard. 
Canada was almost off it, and Germany’s adherence 
was by no means certain. The shock to confidence was 
tremendous, and panic ensued. 

The sudden loss of confidence in banks and curren- 
cies followed the action of the central banks of Europe 
in seeking to make secure their other reserves after they 
had incurred heavy losses on their holdings of sterling. 
The action of the central banks was misinterpreted, 
and other European banks appeared for a time to be- 
lieve that the only safe course was to follow their 
example. In the United States some withdrawals of 
cash from banks for hoarding had been going on since 
December, 1930, when the epidemic of bank failures 
was at its height. This flight from the banks was accel- 
erated after the decline of sterling from its gold parity. 
In Europe there was a breakdown of many lines of 
credit and some hoarding of gold as well as much 
hoarding of currency. 


A. Hoarding in the United States 


By October 21, 1931, all forms of money in actual 
circulation in the United States had increased in a year 
by 1,054 million dollars. The total amount then out- 
standing, at this time of industrial stagnation, was 
5,504 million dollars, more currency than was out in 
1928-29, when business was booming and stock-market 
speculation at its height. The increase could not have 
been due to a larger volume of trade, for bank clear- 
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ings in the middle of October were one-third less than 
a year previously. Wholesale prices were 20 per cent 
lower. A much smaller volume of currency should have 
sufficed to move a much smaller volume of trade at 
much lower prices. By purely economic standards, the 
United States in October, 1931, needed perhaps 20 per 
cent less currency than in October, 1930. But actually 
there was 22 per cent more currency in circulation. 

The need for additional currency was partially ex- 
plained by the numerous bank failures which com- 
pelled the rural communities to employ a larger amount 
of cash in their daily transactions. There was also rea- 
son to believe that retailers had become increasingly 
unwilling to extend credit to customers, and that thus 
more cash was needed. But these two phenomena left 
unexplained the fact that the note circulation rose so 
markedly from the middle of August through Septem- 
ber and October. This was the result of a silent nation- 
wide run on the American banking system by deposi- 
tors who had been frightened by the long series of 
bank failures and who felt impelled to hoard their 
wealth in actual currency. 


B. Hoarding in Euro pe 


The American people were content to hoard notes, 
for their suspicions were directed not against the gov- 
ernment or the Federal Reserve system, but against 
their local banks. In Europe, where memories of the 
post-war inflations were still green, the impulse to 
hoard led to a demand for gold, though this was not 
easily obtained. 
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The circumstances of Britain’s departure from the 
gold standard were such as to provoke the European 
hoarding of gold. For the Bank of England had in the 
course of its long history come to be looked upon as 
the model of financial security. The mere fact that 
Britain had suddenly to cease payment of debts in gold 
was shocking to those who had lent money. For in one 
day debts payable in sterling had been reduced about 
I5 per cent. But it was not only these events that caused 
so great a shock. There was also a belief, whether right 
or wrong, that Great Britain had gone off gold and had 
failed her creditors without resorting to the classic 
measures by which a central bank is supposed to protect 
its gold reserves. On the day when the gold standard 
was suspended, the discount rate at the Bank of Eng- 
land was only 414 per cent. In July the Germans, when 
they were struggling to remain on the gold standard, 
had raised the rate at the Reichsbank to 15 per cent. 

The British banking authorities knew that the Ger- 
man expedient of a very high bank rate had not 
checked the flight from the reichsmark, but that this 
had been achieved by a rigorous control over dealings 
in exchange. The financial markets on the Continent, 
however, were not so discriminating in their appraisal 
of the situation and were disposed to interpret the fail- 
ure of the Bank of England to raise its rate as evidence 
that British official and financial opinion had accepted 
the suspension of gold payments not altogether un- 
willingly. It was recalled what progress had been made 
by the critics of the gold standard and the proponents 
of cheaper money. The effect was to raise the question 
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whether all the other nations might not be tempted to 
follow Great Britain off the gold standard as a way 
of relieving the burden of debt. The rumor spread like 
wildfire that other nations either could not or would 
not endure the cost of adhering to gold. 

The fear that the gold standard would be abandoned 
by the other governments resulted in a scramble for 
gold. By a curious paradox, the greater the popular 
fear that gold might cease to have monetary value, the 
greater was the popular desire to lay hands upon the 
metal itself. The European banks therefore made tre- 
mendous demands for gold upon the greatest gold cen- 
ter, which was New York. 

In this gold panic at the end of September and the 
beginning of October, the attention of Europe was 
focused upon the dollar. A bearish campaign broke 
out in the press of Paris and London, encouraged by 
speculators there and in Amsterdam and Zurich. The 
combination of Europe’s actual need of gold, the finan- 
cial panic, and the propaganda against the dollar 
brought about a run on the American gold reserves. In 
the week ending September 23 the loss was 159 million 
dollars; in the week of September 30 it was 189 mil- 
lion; of October 7, 102 million; of October 14, 200 
million. By October 20 the net loss of gold since Great 
Britain had abandoned the gold standard was 665 mil- 
lion dollars. The chief recipients were, in the order 
named, France, Holland, Switzerland, and Belgium. 

While the American banking system was losing gold 
to Europe, it was losing currency to domestic hoarders. 
By October 21, 1931, the ratio of reserves to deposits 
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and note liabilities of the Federal Reserve system, 
which had been 82.1 per cent the year before, had de- 
clined to 59.9 per cent. The margin of safety was still 
very large, but the velocity of loss at both ends of the 
system was so great by the first week of October that 
if this rate of acceleration had continued, the strength 
of the Federal Reserve system would have been seri- 
ously undermined. 


3. MR. HOOVER’S CREDIT PLAN 


The immediate problem at home was to convince the 
American people that they could safely trust the bank- 
ing mechanism of the country. This alone could check 
the panicky hoarding. On Sunday, October 4, the Presi- 
dent summoned the leading bankers to a conference 
in Washington and laid before them a plan for a credit 
corporation designed to restore confidence in the banks 
by making them more liquid. This corporation was de- 
signed to mobilize the banking resources of the country 
and to provide funds for banks whose assets were 
sound but not of the kind eligible for rediscount at the 
Reserve banks. 

On Tuesday night, October 6, the President laid the 
plan before thirty-two Senators and Representatives of 
both parties and obtained their approval. This con- 
tributed to the restoration of confidence by showing 
that the bankers, the government, and the leaders of 
both political parties were acting in unison. As part of 
the statement outlining his proposal for stabilizing 
domestic credit, the President said: 


[ 201 } 








Premier Laval of France is visiting the United States. It 
is my purpose to discuss with him the question of such 
further arrangements as are imperative during the period 
of the depression in respect to intergovernmental debts. The 
policy of the American Government in this matter is well 
known and was set out by me in a public statement of June 
20 in announcing the American proposal for a year’s post- 
ponement of debt payments. Our problem in this respect is 
one of such adjustment during the period of depression as 
will at the same time aid our own recovery. This, being a 
subject first of negotiation with foreign governments, was 
not submitted for determination at this evening’s confer- 
ence. 


Along with these efforts to strengthen the position 
at home, to restore confidence in the banks, and to 
check the hoarding of currency, measures were taken 
quickly to stop the European withdrawals of gold. The 
central banking authorities in France were told that the 
United States believed they could, if they wished, put 
an end to the newspaper campaign against the dollar. 
Immediately the campaign ceased, and it was there- 
after made perfectly plain that the French government 
and French finance, far from seeking to undermine the 
dollar, were more worried than the Americans about 
the attack upon it. 

The flight of European banks from the dollar sub- 
sided as the American banks showed their willingness 
and ability to meet all demands for gold. The prompt 
action by the Federal Reserve in adjusting money rates 
to the new conditions indicated a purpose to deal vig- 
orously with the situation and thus discouraged specu- 
lative attacks. At the same time the central banking 
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authorities in France, with the aid of the newspapers 
friendly to the government, made it clear that they in- 
tended to leave funds in the United States and that they 
disapproved the campaign against the dollar. Yet for- 
eign balances in New York were much reduced by the 
action of the European banks. 

When M. Laval arrived in the United States, there 
were still French balances in New York but few funds 
of other countries, and American officialdom had just 
about succeeded in persuading itself to forget the anger 
provoked by the attacks on the dollar from one section 
of the Parisian press. 
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CHAPTER TWELVE 


THE HOOVER-LAVAL CONVERSATIONS 


I. THE ARRIVAL OF M. LAVAL 


IN THE absence of definite information about the sub- 
jects which would be discussed at the White House, 
there were all kinds of newspaper forecasts published 
before M. Laval arrived. These speculations caused ap- 
prehensions in Paris. In some quarters there it was 
feared that Mr. Hoover might confront M. Laval with 
a rigid program. Secretary Stimson deemed it necessary 
to take notice of this rumor and issued an explicit de- 
nial that the Administration had a “cut-and-dried pro- 
gram,” saying, too, that M. Laval would have “the 
utmost freedom of selection in the topics which he 
may care to discuss with the President.”* In other quar- 
ters at home and abroad, immense hopes of spectacular 
remedies were aroused. M. Laval, on his part, felt com- 
pelled to take notice of these expectations, and made a 
speech in Paris in which he warned the press not to 
publish “sensational news, rich in hope, but also the 
begetter of cruel deceptions.” 

On Thursday, October 22, 1931, M. Laval reached 
New York. He was received by Mayor Walker at the 





1 Press interview, Oct. 14, 1931; cf. New York Times, Oct. 15. 
* Speech to Anglo-American Newspaper Correspondents’ Association, Paris, 
Oct. 14, 1931. 
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City Hall, and delivered a short speech in which he 
pleaded for understanding and adverted to the French 
theory of security. He then took a train to Washington. 
The conversations between the President and the Pre- 
mier, and between members of his staff and various 
American officials, were carried on for the three days 
of Friday, Saturday, and Sunday, October 23-25.° The 
direct public result was a joint statement issued on 
Sunday evening, October 25. There was also a consid- 
erable amount of indirect information published by 
French and American correspondents who were in 
touch with the officials participating in the con- 
versations. 

It is not possible for us to give an account of the 
actual conversations, for such written records as may 
exist have not been made public. Nevertheless, by in- 
terpreting the items in the joint statement in the light 
of the historical background, it is possible, we believe, 
to obtain a true estimate of the nature of the under- 
standing arrived at. Specific arrangements, if any, 
programs and procedure, in so far as any were adopted, 
were not disclosed. 


2. THE PROBLEMS DISCUSSED 


The purpose of the meeting was to find a common 
ground of policy in dealing with immediate interna- 
tional problems. Both governments realized that the 
issues which would have to be met in the winter of 





*M. Laval’s arrival had been preceded by that of two officials of the Bank 
of France, M. Charles Farnier and M. Robert Lacour-Gayet, who conferred 
in New York and Washington with officials of the Federal Reserve system, 
with bankers, and with members of the Treasury. 
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1931-32 were so grave that it was impossible for 
France and America to go on at cross-purposes with 
each other. The experience in June with the morato- 
rium had shown that the United States could no longer 
pursue a policy of disinterested isolation in the world 
crisis, that it was bound by its own urgent national 
needs to participate actively, but that its participation 
was certain to be abortive unless the French and Ameri- 
can governments could proceed from the same prem- 
ises. The course of events had brought them to a posi- 
tion of destructive stalemate in which no world 
problem could be solved unless they could act from the 
same assumptions. 

The desire for a Franco-American understanding 
was prompted by immediate necessities and not merely 
by the kind of vague, abstract benevolence which it 
is customary to profess. When M. Laval and Mr. 
Hoover met in Washington, they knew that historic 
circumstances had produced a calendar of dates on 
which they had to take far-reaching decisions. They 
were the chiefs of the two creditor powers: on Febru- 
ary 29, 1932, the moratorium on Germany’s private 
debts would expire; on June 30, 1932, the moratorium 
on Germany’s reparation debt would expire. They were 
the chiefs of the two powers on whom the size of arma- 
ments most depended: on February 2, 1932, they were 
obligated to attend a conference at Geneva to deal with 
the limitation of armaments. They were the leaders of 
the two nations which held about three-quarters of the 
monetary gold of the world: a large part of the world 
had fallen from the gold standard, other parts threat- 
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ened to fall from it, the exchanges and currencies of 
the world were in a precarious condition, and many 
rapid decisions would inevitably have to be made in 
the immediate future. 

Thus it was inevitable that the principal items of 
discussion should be the working of the gold standard; 
the aftermath of the moratorium, involving the revi- 
sion of reparations and debts; and the limitation of 
armaments, involving the problem of security. 


A. The Working of the Gold Standard 


In the joint statement the text dealing with the gold 
standard reads as follows: 


Our special emphasis has been put upon the more im- 
portant means through which the efforts of our governments 
could be exerted toward restoration of economic stability 
and confidence. 

Particularly we are convinced of the importance of mone- 
tary stability as an essential factor in the restoration of 
normal economic life in the world, in which the maintenance 
of the gold standard in France and the United States will 
serve as a major influence. 

It is our intent to continue to study methods for the main- 
tenance of stability in international exchanges. 


The words of this text were intended, we believe, to 
signify more than they explicitly said, and were meant 
to be read in the context of American and European 
banking opinion at the time they were written. The 
American opinion to which they were addressed was 
the suspicion, amounting in some instances to a con- 
viction, that in the weeks immediately following Great 
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Britain’s suspension of the gold standard, a raid on 
the dollar was promoted in certain European financial 
centers. The only overt evidences were the alarmist 
articles in the Paris and London press and the fact that 
gold was drawn in large quantities from New York. 
We wish to make it clear that we have no conclusive 
evidence that a raid was encouraged in responsible 
quarters. All that is certain is that many American 
financiers believed that it had been. The joint state- 
ment, by quietly associating France and America in a 
common assumption that the gold standard would be 
maintained, was designed to put an end to these 
suspicions.* 

The French opinion to which the statement was ad- 
dressed might be described as a doubt whether the 
United States was absolutely faithful to the gold stand- 
ard. This doubt arose from the fact that Great Britain 
had abandoned the gold standard without raising the 
bank rate above 414 per cent and that her action had 
been greeted with jubilation in some British and some 
American quarters. French financiers knew that the 
easy-money advocates in Great Britain had exercised 
very great influence in their own country; they did not 
know how far their, views had permeated American 





“On October 11, 1931, while the movement of gold from the United 
States was at its height, Dr. W. Randolph Burgess, Deputy-Governor of the 
Federal Reserve Bank of New York, conferred with the governors of eight 
central banks at the headquarters of the Bank for International Settlements at 
Basle and presented a detailed report showing that the Federal Reserve banks 
had ample gold to meet the withdrawals without any danger to the gold 
standard in the United States. He also undertook to assure the bankers that 
the new National Credit Corporation was not a mechanism for concealed 
inflation and that its creation was no ground for European apprehensions 
leading to the selling of dollar exchange. 
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financial opinion. They had, indeed, made some head- 
way in the United States, and the easy-money policy of 
the Federal Reserve system seemed in French eyes to 
lend color to the idea that an inflationary remedy for 
the débacle of prices had not been wholly renounced. 
The weakness of the banking structure added to these 
suspicions, and the President’s proposal for a credit 
pool to liquefy certain frozen assets was interpreted in 
France as a step toward an inflationary policy. 

The combination of the alleged temptation to in- 
flate, the great increase of the note circulation due, it 
was believed, to hoarding, the loss of gold, and the 
reduction of the reserve ratio were distorted and exag- 
gerated in the panicky state of mind which then pre- 
vailed throughout the world. M. Laval asked for a 
declaration which would remove all doubt that the 
United States would maintain the gold standard. 
Though many American officials and financiers ap- 
peared to believe that it was unnecessary, and perhaps 
imprudent, to deny that which they had no intention 
of doing, a form of words was at last agreed on which 
satisfied French opinion. What more, if anything, was 
agreed on we do not know, but the impression was 
given that the two governments intended not merely 
to adhere to the gold standard themselves but to work 
together in helping other nations to return to it. 

The restoration of the gold standard in the world’s 
commerce was known to be a problem of great magni- 
tude, and it may be useful to note in outline what the 
situation was at the time of the Hoover-Laval conversa- 
tions. Much of the effort to restore the gold standard 
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after the war had been undone by the depression. In 
October, 1931, the only countries in Europe, besides 
France, whose monies held their own with the dollar 
were the Netherlands, Belgium, and Switzerland. The 
countries which were definitely off the gold standard 
were Great Britain, Spain, Portugal, Norway, Sweden, 
Denmark, and Finland.’ Although Germany, Austria, 
and other countries of Central and Southern Europe 
were officially on a gold basis, the regulation of gold 
shipments and of dealings in foreign exchange were 
so strict that their adherence to the gold standard 
should be described as merely nominal. 

In the Western Hemisphere, Canada, like the coun- 
tries of Central Europe, still adhered officially to the 
gold standard but in actual practice had abandoned it. 
Long before the suspension of gold payments by Great 
Britain, many Latin-American countries had found it 
impracticable to maintain their currencies at their gold 
parity. Australia and New Zealand also had been off 
gold for some time. In Asia, Japan was making a 
valiant effort to remain on a gold basis, but her gold 
reserves were being rapidly depleted,° and India 
promptly followed the lead of Great Britain. 

Although the abandonment of the gold standard was 
nearly as general as it had been at the end of the World 
War, the situation was not so serious as during the 
post-Armistice years. The depreciation of the paper 
currencies was still moderate, and from all appearances 





*Spain and Portugal had never succeeded in stabilizing their currencies 
since the war. 

*On December 14, after this chapter was written, Japan formally sus- 
pended gold payments. 
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it was believed that a return to gold would not present 
the difficulties which it had presented in the earlier 
period. There was, however, strong opposition in some 
countries to the prompt adoption of a hard-money 
policy. In view of the severe deflation to which com- 
modity prices had recently been subjected, this was a 
natural reaction in countries which owed heavy ex- 
ternal debts. In England, though on balance she was 
still a large creditor nation, there had developed, espe- 
cially during the flight from the pound, a hostility to 
the gold standard, and a group of economists under 
brilliant leadership gave the sentiment their blessing 
and the enhanced dignity of their scientific approval. 
For the British had escaped the post-war inflation ex- 
perienced by the peoples of Central Europe, and after 
a decade of depression and deflation many of them had 
come to attribute their troubles to hard money. The at- 
titude of Great Britain contributed, therefore, an ele- 
ment of great uncertainty. 

The problem was complicated by the fact that in the 
post-war period many countries had returned not to 
the gold standard but to the gold-exchange standard. 
This was especially true of the financially weaker coun- 
tries, where since the war the central banks had used 
the foreign exchange of gold-standard countries for 
the redemption of their notes and had also maintained 
balances in banks of international standing in gold- 
standard countries. 

This method was advantageous in so far as it per- 
mitted the banks to economize in the use of gold, but 
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it also had serious defects. These were clearly indicated 
in the Second Interim Report of the Gold Delegation 
of the League of Nations, published in January, 1931." 
The gold-exchange standard tended to intensify the 
maldistribution of gold, because the banks in gold- 
standard countries on which these holdings of foreign 
exchange constituted a claim considered it necessary to 
maintain large gold reserves to meet possible demands 
resulting from these claims. Moreover, the gold held 
in one country and the credit based upon it in another 
might each be utilized for reserves or other purposes in 
the respective countries, and to the extent that this 
occurred the gold-exchange standard was conducive 
to inflation. 

However useful this standard may have been as a 
transitional device, its adoption by a number of coun- 
tries after the war tended to complicate the workings 
of the gold standard proper, and introduced new ele- 
ments of weakness into international finance. Its short- 
comings quickly appeared when Great Britain sus- 
pended gold payments in September, 1931. A large 
part of the reserves of the central banks in gold- 
exchange-standard countries consisted of sterling bills, 
and their value declined abruptly as soon as the pound 
was separated from gold. If the banks had hastened 
to sell their sterling assets, their loss would have been 
still greater and trade and finance would have been 
much more disturbed. 

In general, however, the banks for a time had held 





* Second Interim Report of the Gold Delegation of the Financial Commit- 
tee (League of Nations Publication, Official No. C.75, M.31. 1931. II). 
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their sterling intact. It may be that they were assured 
from a high source that they would profit by waiting. 
Some support is to be found for this view in the state- 
ment of Mr. Philip Snowden, Chancellor of the Ex- 
chequer, to the House of Commons, that he saw “no 
reason why sterling should depreciate to any substan- 
tial extent, or for any length of time, provided—and 
this is vital—that the finances of our country are admin- 
istered with care.” He added that the budget had been 
balanced, and that “the danger of having to print 
paper” had been removed.® 

Even more explicit was an announcement by the 
Board of Directors of the Netherlands Bank on Sep- 
tember 26, just five days after the fall of the pound, 
that ‘“‘by virtue of conversations recently held with the 
Bank of England, and in view of the particular char- 
acter of our sterling assets, we have every reason to 
believe that we need not fear any loss on these assets.” 
Nothing was divulged as to the “‘particular character” 
of this bank’s holdings of sterling, but the statement 
showed that it was holding paper pounds for which, 
presumably, it expected to obtain $4.86 in gold. 

The weekly reports of the more important central 
banks indicate that during the weeks following the 
British suspension of gold payments, certain banks in 
France, Holland, Belgium, and Switzerland were gain- 
ing gold, and at the same time reducing their holdings 
of foreign exchange. The central banks were also in- 
creasing their note circulation. This was partly sea- 





® Bulletin of International News, Sept. 24, 1931. 
"Economist, CXIII, banking supplement, Oct. 10, 1931. 
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sonal, but the large gains were an indication of the 
hoarding of currency. 

The changes occurring in the holdings of gold and 
foreign exchange and in the note circulation of some 
of the more important central banks between mid- 
September, when the pound was still at par, and mid- 
October, when sweeping readjustments in international 


finance were in progress, are indicated in the following 
table: 


(In millions of dollars; foreign currencies converted at par) 








Gold Exchange = Circulation 

Per Per Per 

Change ee Change wd Change ~ sl 

Federal Reserve Banks. .| — 650 | 18 +316 | 16 
Bank of England....... + 07| o1 + 25] 1 
Bank of France......... + 139 6 |+45 | 4|+170| 6 
eee — §1 |16 | —51 | 6r |+ 64] 6 
Netherlands Bank...... + §4 |20 | —51 1 55 |}+ 45] 12 

National Bank of Bel- 

eee +132 159 + 36) 8 
Swiss National Bank...}+ 171 |73 | —88 | 81 |+ 28] 11 























The table offers a glimpse of what was taking place 
in the field of international finance. The flight from the 
pound had ceased. The flight from the dollar was 
under full headway. The Netherlands Bank had parted 
with more than half of its foreign-exchange holdings 
and had gained almost their equivalent in gold. The 
Swiss National Bank had disposed of four-fifths of its 
foreign exchange and had also taken a large amount of 
gold. The Bank of France had also increased its gold, 
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but its holdings of exchange showed a small increase. 
This gives support to the view that the French govern- 





l ment had no part in the attacks on the dollar then 
, being made in Paris. The gold withdrawals from New 
E York to Paris were evidently initiated by the commer- 
~ | cial banks, which were mobilizing their assets to meet 
1} the expected demand for currency and were selling 
5 i their gold to the Bank of France.” 

| It is hardly probable that the British leaders realized 

| at first all that was involved in a departure from the 
n gold standard. They could not have foreseen, for ex- 
- ample, the strict rationing of foreign exchange to 
which the countries on the gold-exchange standard 


found it necessary to resort. The central banks of these 
| countries, by refusing to sell foreign currencies to per- 
mit the payment for imports regarded as non-essential, 
| were able to exert a powerful influence on foreign 
| trade, and much of the export advantage which the 
British had hoped to obtain by departing from a gold 
basis was neutralized by these rigid restrictions. 

] The British action of September 21 appeared to be a 
| death sentence for the gold-exchange standard. Al- 
| though the countries employing this monetary basis 
/ were severely disturbed by the sudden and sharp 
| shrinkage in the value of their sterling reserves, their 
awakening to the inherent weakness of the system 
seemed to indicate that they would in the future seek 
a sounder basis for their currencies. By converting their 
dollar assets into gold during the flurry of September 
and October, the countries on a gold-exchange basis 
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° Economist, CXIII, 746-47, Oct. 24, 1931. 
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were brought nearer to the gold standard proper, and 
some redistribution of the large gold holdings of the 
United States, long held to be desirable, was effected. 

Meantime, Great Britain as a creditor country found 
herself facing the loss of 20 per cent or more in the 
debts due her which were payable in sterling. As most 
of her own debts were owed to America and were pay- 
able in gold, the burden of these was increased as the 
gold value of her receivables was decreased. This situa- 
tion was regarded as militating against any radical 
revaluation of the pound. 

The monetary developments of late September and 
early October, thus briefly sketched, form the back- 
ground of the picture which Messrs. Hoover and Laval 
had before them during the White House conversa- 
tions preceding their formal statement of October 25. 
The problems presented by these developments were 
those which they announced it was their “intent to con- 
tinue to study.” 


B. The Aftermath of the Moratorium 


In the joint statement the text dealing with inter- 
governmental debts is as follows: 


In so far as intergovernmental debts are concerned, we 
recognize that prior to the expiration of the Hoover year of 
postponement some agreement regarding them may be neces- 
sary covering the period of business depression, as to the 
terms and conditions of which the two governments make 
all reservations. The initiative in this matter should be taken 
at an early date by the European powers principally con- 
cerned within the framework of the agreements existing 
prior to July 1, 1931. 
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This declaration constituted an agreement, in prin- 
ciple and on procedure, not on terms and conditions, 
such as had never existed since the intergovernmental 
debts were contracted. In strict accuracy it should be 
noted that the agreement was limited to “the period 
of business depression,” a limitation which it would, 
however, have been difficult to define. It should be 
noted also that the agreement was not by the gov- 
ernments but by the executives: it was binding, there- 
fore, only on the Hoover Administration and the Laval 
cabinet, and the recognition is implied in it that the 
final word lies with the respective legislative bodies. 

With all these limitations, the agreement was, nev- 
ertheless, of genuine practical importance. For it com- 
mitted the Hoover Administration, which then had an 
assured life of seventeen months, to two theses which 
no other Administration had ever formally acknowl- 
edged. One was that reparations and war debts had the 
common character of “intergovernmental obligations” 
and some common relation to the business depression. 
President Hoover had acted on this thesis in June, but 
that action had a definite time limit, whereas this dec- 
laration, in spite of the saving clause about “the period 
of business depression,” was known to apply to a 
longer future and perhaps to a new definite settlement 
of debts. Though the words were ambiguous, owing to 
political considerations, the generally accepted inter- 
pretation of the President’s intentions was that there 
should be undertaken not an extension of the mora- 
torium, but a revision of intergovernmental debts. 

The other new thesis was an acknowledgment that 
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the reparations, with which debts were now connected, 
were to be dealt with (1) within the framework of the 
Young Plan, (2) on the initiative of Germany and 
France, and (3) at an early date. The return to the 
Young Plan was in one sense an amende honorable for 
the brusque way in which the President had ignored 
it in June. Substantially it was also a concession to the 
French insistence upon attempting to preserve the dis- 
tinction between conditional and unconditional pay- 
ments, in the hope that France would continue to re- 
ceive substantial payments. 

There is no evidence that the President meant to 
agree to a plan which would cancel debts in an amount 
equal to the conditional payments, leaving France with 
the unconditional ones. Nor is there any evidence that 
the other European creditors had agreed to any such 
arrangement. The proper interpretation, we feel con- 
fident, is that the Hoover Administration agreed that 
the Laval ministry in France and the Bruening ministry 
in Germany should attempt to work out a reparation 
settlement so clearly designed to restore confidence and 
promote appeasement that Congress would feel justi- 
fied in making a fair contribution by reducing debts.” 
What was actually to happen could not be foreseen at 
the time, but it was agreed that the initiative should be 
taken in Berlin and Paris and that obeisances should 
be made to the Young Plan. 





™ The action of Congress in attaching to the resolution ratifying the mora- 
torium a declaration that it is “against the policy of Congress that any of the 
indebtedness of foreign countries to the United States should be in any 
manner canceled or reduced” was not anticipated at this time. Cf. H. J. 
Resolution 147, 72nd Congress, 1st Session. 
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The American influence on the proceedings contem- 
plated was bound by the nature of the problem to be 
continual and decisive. The outcome of the Franco- 
German negotiations had to be an arrangement which 
American opinion would approve; otherwise, so it was 
then thought, the settlement would fail because Con- 
gress would not reduce the debts. But there was an 
additional limiting factor, to which the statement al- 
ludes only very indirectly by saying that the matter 
should be initiated “at an early date.” These words 
must have referred to the expiration on February 29, 
1932, of the moratorium on short-term private credits. 
The American interest in these was, as we have seen,” 
much greater than the French. But these debts had be- 
come so inextricably tied to Germany’s capacity to pay 
reparations that no solution of reparations was possible 
without a solution of the problem of private debts. 
The private and the governmental creditors were, in 
fact, though not in law, completely involved with each 
other. Unless the government settled governmental 
debts in a way which would create private confidence 
in Germany’s credit, the private funds in Germany 
would be withdrawn as soon as possible, and payment 
of reparations rendered improbable. On the other 
hand, if the governments made a satisfactory settle- 
ment, credit would be restored, funds would again flow 
into Germany, and the capacity to pay some repara- 
tions would revive. Thus, in effect, M. Laval was given 
the initiative in trying to make an agreement with Ger- 
many and the other European creditors which would 





* Cf. Chapter VIII. 
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be satisfactory both to Congress and to the American 
bankers. He was given a free hand with two long ropes 
tied to it. 

After President Hoover and M. Laval had made 
public their agreement that the problem of reparations 
should be dealt with in the future under the terms of 
the Young Plan, Germany was not slow in invoking 
the provisions of this Plan as a means of obtaining ad- 
ditional relief. Soon after Premier Laval’s return from 
the United States he was notified by the German am- 
bassador, Herr von Hoesch, that Germany was con- 
sidering an application to the Bank for International 
Settlements for the appointment of a consultative com- 
mittee to investigate her capacity to pay both repara- 
tions and private debts. This would have gone beyond 
the scope of the Young Plan, which made no provision 
for private debts. The French Premier insisted upon 
strict adherence to the letter of the agreement and 
maintained that the private debts should be dealt with 
by direct negotiation between Germany and her credi- 
tors. The German government finally accepted the 
French view, and on November 20 dispatched a note 
to the Bank for International Settlements, asking that it 
“convoke a special advisory committee as provided in 
the Young Plan of the Hague agreement of January 20, 
1930.” 

The note pointed out that, as a result of the con- 
tinuation of the world economic crisis, the Hoover 
moratorium and the “standstill” agreement were not 
sufficient to dispel the danger of Germany’s collapse 





% New York Times, Nov. 21, 1931. 
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and that existing conditions called for the speedy 
adoption of further measures of relief. The advisory 
committee was duly appointed, and on December 7 
met at Basle to study and report upon Germany’s capac- 
ity to pay.“* The selection of an American, Mr. Walter 
W. Stewart, as a member of the commission by the 
Federal Reserve Bank of New York was a matter of 
much interest. The officials of the Reserve Bank, how- 
ever, made it clear that they had discharged this duty 
at the request of the Bank for International Settlements 
purely with a view to expediting the formation of the 
committee and without in any way committing the 
American government to formal participation in the 
deliberations. 


C. The Limitation of Armaments 


In the Hoover-Laval statement the text dealing with 
armaments is as follows: 


It is our joint purpose that the conference for limitation of 
armaments will not fail to take advantage of the great op- 
portunity which presents itself, and that it will be capable 
of meeting what is in reality its true mission—that is, the 
organization of firm foundations of permanent peace. 


This sentence may be read in connection with the 
words spoken by M. Laval in his public address at the 
City Hall in New York when he landed on October 22: 


Our only desire is peace. But we set great store by our 
security. Governments and peoples should understand that 
security cannot be expressed merely in words of hope; it 





* As this committee convened on the day our study comes to a close, its 
deliberations lie beyond the scope of this volume. 
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should be organized. If France and the United States can 
agree and unite in an ever-increasing coOperation, we may 
look forward to better things. 


The declaration should be read, also, in the light of 
two events which occurred, one just before and one 
during M. Laval’s visit. The first was the decision, 
taken by the Administration on October 16, instructing 
the American consul in Geneva to consult with the 
Council of the League of Nations in dealing with the 
Sino-Japanese dispute in Manchuria. The other was the 
interview given by the Chairman of the Senate Com- 
mittee on Foreign Relations, Mr. Borah, to the French 
correspondents accompanying M. Laval. 

It is our purpose to discuss the Manchurian affair as 
well as the problem of disarmament in greater detail 
subsequently.” It is necessary to note here that the 
character of the codperation with the League under- 
taken by the Administration just prior to M. Laval’s 
visit was designed not merely to maintain peace in the 
Orient, but to show Europe the methods by and the ex- 
tent to which the United States would codperate in 
supporting the obligations and duties assumed by the 
parties to the Kellogg Pact, and to define rather more 
effectively the relationship between the Kellogg Pact 
and the Covenant. Thus, when M. Laval arrived, an 
American official was actually sitting with the Council, 
acting in a consultative capacity, and assisting its ef- 
forts to prevent war. 

The fundamental thesis of French policy had always 
been that a reduction of armaments could not precede, 





* Cf. Chapters XIII and XIV. 
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but must follow upon, a better organization of political 
security. Since 1921 the successive Administrations had 
rejected this thesis in so far as it called for, and it did 
call for, American participation in an international 
political organization. President Hoovet’s decision to 
codperate with the League was, therefore, a sharp 
breach with the existing precedents. 

It could not be said, however, to constitute a new 
precedent definitely acknowledged as the guide to 
future policy. The truth is, rather, that the Administra- 
tion seized the opportunity presented by the Man- 
churian dispute to demonstrate a course of action which 
might become a precedent if American public opinion 
were properly encouraged. It was at this point that 
Senator Borah’s interview played its part opportunely 
in the general discussions. 

What Senator Borah told the French journalists was 
in substance that while France was the best judge of 
her own security, and while the United States would 
not consent to guarantee French security, it was his 
opinion that disarmament in Europe would not be 
feasible until the Danzig Corridor and the Hungarian 
frontiers were revised. Senator Borah’s reference to 
the Hungarian frontiers may be put down as his own. 
But it is no secret that his views that the Danzig Cor- 
tidor constituted the chief obstacle to Franco-German 
understanding were shared by the Administration. It 
is no great secret that the opinion was shared by M. 
Laval and by an influential body of Frenchmen in the 
sense that they acknowledged that this seemingly in- 
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soluble territorial problem was at the root of the 
political unrest in Central Europe. 

Senator Borah said publicly, in relation to the Cor- 
ridor, what the responsible statesmen were saying pri- 
vately. There is no need to suppose that his interview 
was inspired, but in spite of its irregularity, it was apt 
and opportune. For it presented the American position 
to French opinion as authoritatively as it was possible, 
under the restriction of diplomatic intercourse, to pre- 
sent it. It made clear, what would otherwise have been 
highly misleading, that in accepting the French thesis 
that security must precede disarmament, the American 
government did not accept the French thesis that secu- 
rity was identical with the maintenance of the status 
guo. On the contrary, it served notice on French opin- 
ion that the political codperation M. Laval desired 
could be promoted only by diminishing the chief cause 
of political instability. 

Thus the net result of the Hoover-Laval conversa- 
tions was an acknowledgment by the United States that 
a better political system in Europe must be established 
before the United States could codperate politically 
and before France could be asked to reduce her arma- 
ments. M. Laval emerged with what looked like a 
promise not to exert pressure on France to disarm in 
the then condition of Europe. Mr. Hoover emerged 
with no political commitments, since it had been made 
clear to French opinion, and to European opinion gen- 
erally, that security could not, according to American 
views, be had if certain features of the treaties were 
rigidly maintained. The effect, it appeared, was to put 
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upon France the choice between taking the steps neces- 
sary to become friends with Germany and abandoning 
hope of American political codperation. 


3. THE GENERAL RESULT 


The Hoover-Laval conversations mark a definite 
phase in the evolution of American foreign policy dur- 
ing the world depression. As a result of the meeting in 
Washington, the American attitude toward the com- 
plex of questions arising out of the war was redefined. 
When the depression became critical in June, the 
American attitude was still governed by policies 
adopted many years earlier. Thus the emergency in 
June found the Administration unequipped with prin- 
ciples of action which fitted the realities in Europe. An 
attempt was made to improvise a remedy for the crisis, 
but proved to be abortive because the mind of the 
American government had been isolated from the 
European situation and was, therefore, at cross-pur- 
poses with the mind of the France which dominated 
Continental Europe. In the Washington conversations 
of October, the Administration’s assumptions, princi- 
ples, and procedure which had failed in June were re- 
vised and modernized in the hope that it could meet 
the problems which had to be dealt with in 1931-32. 
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CHAPTER THIRTEEN 


COLLABORATION WITH EUROPE: ARMAMENTS AND 
THE LEAGUE 


THE month of October, 1931, may be said to mark a 
definite stage in the evolution of American foreign 
policies. The two overt acts which signalized the prog- 
ress of policy were the Hoover-Laval conversations and 
the acceptance of the invitation to be represented on 
the Council of the League in the Manchurian affair. 
The Hoover-Laval conversations constituted an at- 
tempt to find a common basis of action for meeting 
the consequences of the world-wide economic depres- 
sion. They were the outcome of that series of financial 
crises described in Chapters VII to XI which began in 
May with the collapse of the Kredit Anstalt in Vienna. 
The American codperation with the League in respect 
to Manchuria was the crystallization, under the impact 
of a crisis in the Orient, of an attitude that had gradu- 
ally been maturing. In October these various stands of 
policy converged under a heightened realization that 
economic reconstruction and political appeasement 
were inextricably related. 

What happened in October was that the American 
government, supported by an influential part of Ameri- 
can opinion, consciously decided to acknowledge and 
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pursue a policy of collaboration in which it had al- 
ready become deeply engaged. There was no sudden 
change in the course of American diplomacy. The steps 
taken in October at Washington and at Geneva were 
advances along a road which the American govern- 
ment was already traveling. Their dramatic novelty 
lay in the fact that they were consciously taken and 
publicly acknowledged. Like M. Jourdain, who discov- 
ered to his astonishment that he had been talking prose 
all his life, the American government and people dis- 
covered in October, 1931, that they had been and were 
collaborating with Europe. 

It is desirable, therefore, that we should consider in 
some detail how this process of collaboration had ma- 
tured to the point where it became a conscious purpose. 
Our task is to show that the ground for political col- 
laboration had already been prepared when, under the 
joint stimulus of the financial crisis and of the Japanese 
action in Manchuria, it became necessary, in the lan- 
guage of the Hoover-Laval statement, to seek ‘‘means 
of practical codperation for the common good.” 


I. WASHINGTON AND GENEVA 


In the twelve years that the League of Nations had 
existed, American policy in respect to it had changed 
from one of non-intercourse and of an unfriendliness, 
which was hardly concealed, to one of active and varied 
codperation. In the first months of the Harding Ad- 
ministration, from March 4, 1921, to August 15, 1921, 
the Department of State was so little impressed with 
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the importance of the League that communications re- 
ceived from the Secretary-General were allowed to ac- 
cumulate and await a more convenient season for an 
answer.’ Yet by March, 1930, the United States had, 
according to a statement made by former Secretary of 
State Kellogg, “sent official delegates to about twenty- 
two League conferences and unofficial delegates in an 
advisory capacity to more than twenty other League 
meetings.” By October, 1931, the United States had 
signed or adhered to thirteen general conventions and 
international agreements drawn up under League 
auspices. Special facilities had, moreover, been created 
in the American legation at Berne and in the consulate 
at Geneva for the transaction of daily business with 
the League.? 

The variety of the American contacts with the 
League is so great that it is impossible for us in the 
space at our disposal to name them all. The nature of 
these contacts can, perhaps, be appreciated by looking 
upon the League as an institution which, owing to its 
origin in the World War, has had to assume three not 
wholly consistent functions. One of these functions is 
to assist in the liquidation of the war and the execution 
of certain features of the peace treaties. A second is to 
act as a codrdinating center for, and often as the agent 
of, international codperation in many kinds of en- 





1 Manley O. Hudson, “American Réle in the League of Nations,” Ameri- 
can Political Science Review, XXIII, 1, Feb., 1929. 

*For a complete record in outline of “American Codperation with the 
League,” cf. brochure by this title in Geneva Special Studies, vol. 11, No. 7, 
July, 1931, published by the Geneva Research Information Committee, 4 rue 
de Monthoux, Geneva. 
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deavor. A third function is to prevent war in the 
future.® 

The League as an agent for the execution of the 
peace settlements has had to concern itself with such 
matters as the national minorities protected by treaties, 
the conduct of mandates over colonial areas, the ad- 
justment of numerous territorial questions, and the 
administration of the Saar Valley and of Danzig. Al- 
though the United States was not a party to the peace 
treaties, it had reserved its own rights in matters dealt 
with by the treaties. It had shown itself particularly 
concerned about the mandated areas, with regard to 
which it claimed certain rights, and by a series of spe- 
cial treaties had entered into relations with the mandate 
system of the League. The United States had not only 
accepted the mandates agreements entered into by 
mandatory powers with the Council of the League, but 
had a part in their formulation. It received regularly 
their reports to the League, and exercised so consider- 
able, though indirect, a voice that it was consulted, for 
example, on the question of the independence of Iraq. 

The second function of the League, that of promot- 
ing international codperation, was one in which Ameri- 
can codperation had been active and publicly acknowl- 
edged. Thus, Mr. Hoover, accepting the nomination 
for the Presidency on August 11, 1928, declared that 
“we are glad to codperate with the League in its en- 
deavors to further scientific, economic, and social wel- 
fare and to secure limitation of armaments.” The 
details of this codperation are too numerous to be 





*W. E. Rappard, International Relations as Viewed from Geneva. 
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stated here;* they involved the active participation of 
some three hundred American citizens in the work of 
the League, as plenipotentiaries, as observers, as ex- 
perts, as officials of the Secretariat and of the Perma- 
nent Court of International Justice. This varied 
business produced all kinds of intimate contact with 
the organs of the League. 

Nevertheless, it was the third function, the preven- 
tion of war in the future, which raised the basic issue 
of political codperation. For in the assertion of Ameri- 
can rights under the peace settlements and in the han- 
dling of technical, economic, and hygienic problems, 
the issue was not raised directly as to how far the 
United States was prepared to associate itself with the 
high politics of Europe. But in respect to the preven- 
tion of future wars that question was raised, and it is, 
therefore, of special interest that the evolution of policy 
in this field should be clearly understood. 

The last ten years had witnessed a change both 
within the League and within the American govern- 
ment. These changes had steadily brought the two 
political systems closer together, and there were 
grounds for saying that the chasm which divided them 
at the time of Mr. Harding’s election had been bridged. 
The bridge was not regarded as a permanent and solid 
structure; it was known rather to be an improvised and 
unstable scaffolding. But it could be said that it was 
sufficient to constitute a bridge. 

The essential change at Geneva had been in the 
gradually diminishing emphasis upon Article XVI of 





“Cf. second footnote on p. 228. 
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the Covenant, that is to say, upon the use of force to 
maintain the peace. The cause of this change may have 
lain ultimately in the abstention of the United States, 
which had rendered impracticable, and even positively 
dangerous, the commitment in the Covenant to resort 
to blockade and economic sanctions; more directly the 
weakness of Article XVI had been due to the increas- 
ing isolation of British policy, under the influence of 
the Dominions and of domestic preoccupations in the 
United Kingdom. Article XVI had been greatly weak- 
ened, too, by the evident dislike of it on the part of the 
Scandinavian countries and by the general opinion 
everywhere outside of France and the Succession States 
that a league to enforce the status guo in Europe was 
impracticable, undesirable, and perilous. 

Thus the emphasis within the League itself, except 
among the members of the French coalition, had been 
changed from reliance upon sanctions to reliance upon 
the processes of mediation, conciliation, arbitration, 
and conference. A league actuated by this newer spirit 
was obviously more consistent with the traditional 
American policy than one pledged to the use of force. 
For in the development of the machinery for pacific 
agreement the United States had long been active. 
Thus, while the League was evolving from a league to 
enforce peace into a league for conferring about meth- 
ods of preserving peace, the United States was com- 
mitting itself again and again to the principle of 
consultation and conference. It committed itself to this 
principle in Article 21 of the Washington Naval 
Treaty; again, as regards the islands of the Pacific, un- 
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der the Four-Power Treaty negotiated at the Washing- 
ton Conference; and at that conference also under the 
Nine-Power Treaty for the preservation of the integrity 
of China. It committed itself, as its action in the Russo- 
Chinese dispute of 1929 showed, to consultation under 
the Kellogg Pact. It committed itself under the London 
Naval Treaty. Finally, under Articles 50 to 52 of the 
Draft Disarmament Convention, the Administration 
approved this principle once more. 


2. PREPARATION FOR THE DISARMAMENT 
CONFERENCE 


It was in the formulation of this draft convention in 
preparation for the General Disarmament Conference 
that the problem of American codperation with the ex- 
isting European system was most fully explored. This 
draft convention is the project of a treaty to limit and 
reduce land, air, and naval armaments. Its elaboration 
involved consultation and negotiation for a period of 
over four years. Not much attention was paid by the 
public to these negotiations or to the results arrived at, 
since it was supposed that they dealt only with tech- 
nical and non-contentious matters. Yet the negotiations 
themselves drew the personnel of the American diplo- 
matic service into close contact with the whole prob- 
lem of European order, and the document which the 
American representatives assisted in formulating sig- 
nified a very considerable evolution in American for- 
eign policy. 

This draft convention does not suggest the figures at 
which armaments are to be limited or reduced. That 


[ 232] 











7 
| 
; 





was left for the General Disarmament Conference 
called for February, 1932. What the draft convention 
proposes are the principles and procedures by which 
limitation and reduction may be achieved and enforced. 
It is the work of a body created under the auspices of 
the League which is known as the Preparatory Commis- 
sion for the Disarmament Conference. This commis- 
sion held its first session on May 13, 1926, its sixth and 
last session on December 9, 1930. The American repre- 
sentatives on it were Mr. Hugh Gibson, the ambassador 
to Belgium, and Mr. Hugh R. Wilson, the minister to 
Switzerland. 

The draft treaty did not have the approval of all the 
governments that were participating in the General 
Disarmament Conference called for February 2, 1932. 
There were many reservations, including that by Rus- 
sia, which reserved the right to submit its own plan.° 
But it did represent an approach to an agreement in 
principle between the United States and the Western 
European powers, and these understandings merit 
examination. 


A. The Question of Trained Reserves 


There was a long debate in the Commission over the 
question of whether trained reserves should be counted 
in estimating the military strength of a nation. The 
conflict, broadly speaking, was between those countries 
which have conscription and those which have pro- 
fessional armies on a basis of long, voluntary enlist- 





*M. Lounacharsky (League of Nations Publication: Official No. C.4. M.4. 


1931. IX, 403). 
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ment. The countries having conscription, such as 
France, Italy, Belgium, the Succession States, and 
Japan, possessed trained reserves and were opposed to 
counting them. The countries with professional armies, 
such as the United States, Great Britain, and Germany, 
having no important trained reserves, insisted at the 
outset that reserves be counted. The matter was at a 
deadlock until the summer of 1928, when Sir Austen 
Chamberlain, then Secretary of State for Foreign Af- 
fairs, negotiated the Anglo-French naval compromise, 
in which Great Britain, at the price of naval conces- 
sions by France, agreed not to oppose the French thesis 
that trained reserves should not be counted. Although 
this compromise was abandoned, the British govern- 
ment adhered to its part of the bargain. After Mr. 
Hoover had become President some months later, he 
instructed Ambassador Gibson to withdraw the 
American opposition to the French thesis, stating that 
the United States government as a practical matter was 
“disposed to defer to the views of the majority of those 
countries whose land forces constitute their chief mili- 
tary interest.””® 

From this agreement the Germans strongly dissented, 
arguing, as the United States itself had previously ar- 
gued, that “these reserves, though they do not exist in 
professional armies in the strict sense of the term, 
contribute the main body of the personnel in countries 
possessing conscript armies.” The United States had 
deferred to the conscriptionist countries, especially 





* Apr. 26, 1929 (League of Nations Publication, Official No. C.195. M.74. 
1929. IX, 114). 
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France, because as a practical matter it had discovered 
that progress toward the limitation of land armament 
could not be achieved against the opposition of France 
and her allies. 


B. The Question of War Material 


The debate as to how to limit war materials for land 
armaments resolved itself into an argument as to 
whether the Conference should attempt to limit the 
quantity of materials directly or to limit them indirectly 
by limiting the money spent on them. 

The direct method of limitation was the form of re- 
striction imposed upon Germany by the Treaty of Ver- 
sailles. It was the method employed at Washington and 
London in limiting naval armaments. One defect in the 
method was that while it stopped quantitative compe- 
tition it put a premium upon competition in quality. 
This had been shown by the fact that in spite of the 
strict regulation of Germany’s soldiers and munitions 
in the Versailles Treaty, the German expenditures for 
armaments had increased steadily. Thus, strictly within 
the letter of the law, the Germans created a 10,000-ton 
cruiser, the Ersatz-Preussen, which was said to be 
stronger than any other vessel of the same tonnage then 
afloat. Evidences of this same competition in quality 
have appeared in British and American projects. An- 
other defect lay in the character of land armament, in 
the ease with which this type of equipment may be 
concealed. Rifles and machine guns are harder to find 
and count than are cruisers and submarines. 

It was in order to overcome these defects that the 
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method of budgetary limitation was proposed. In its 
original form, as of 1927, the proposal was assumed 
to involve a comparison between the military budgets 
of the different countries. The United States, which had 
the highest price level both as to pay for its personnel 
and for materials, opposed the budgetary principle, 
arguing strongly that “costs are practically impossible 
of simple and equitable conversion to a common 
basis.”*? But by 1930 the idea of comparing the budgets 
of one country with those of other countries was aban- 
doned at Geneva, and for it was substituted the idea 
that the comparison should be confined to the succes- 
sive annual budgets of each country, with due allow- 
ance for price fluctuations. This, it was believed, would 
provide a good measure of the increase or decrease of 
each country’s war materials. 

In this form the proposed method was not subject to 
the criticisms leveled against it by the American dele- 
gates in 1927. Yet the United States still opposed it in 
1930, though it is our understanding that the Depart- 
ment of State later decided to modify its position. 


C. The Question of Publicity of War Materials in 


Reserve 


The Covenant of the League obliges the signatories 
to “interchange full and frank information as to the 
scale of their armaments, their military, naval and air 
programs, and the condition of such industries as are 
adaptable to warlike purposes.”* The members of the 





* League of Nations Publication, Official No. C.310. M.109. 1927. IX, 178. 
* Covenant of the League of Nations, Article 8, paragraph 6. 
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League had complied in part by furnishing a mass of 
material embodied in the Armaments Year Book of 
the League of Nations. 

But the information exchanged was not “full and 
frank,” for almost no country made returns showing 
war materials in reserve. The question whether returns 
of this character should be made public was examined 
in 1930 by a subcommittee of military experts. The 
majority were opposed to publicity as to the amount of 
materials in reserve. It was meaningless, then, to give 
publicity to the amount in service. The Commission, 
therefore, adopted the French proposal requiring the 
publication of expenditures for the upkeep, purchase, 
and manufacture of land-war materials. 


D. The Question of Supervision 


It was recognized from the beginning that the exe- 
cution of an agreement of the sort contemplated would 
require a permanent agency of supervision. The French 
were insistent upon this: their delegate, M. Paul 
Boncour, said in 1927 that France was “convinced that 
the Convention would be absolutely useless unless 
some means of enforcement or supervision were insti- 
tuted in one form or another.”® The United States had 
always opposed this idea. 

The objections raised were, first, that the United 
States could not acknowledge the jurisdiction of the 
League; second, that international supervision and con- 
trol were objectionable in principle; and, third, that the 





* League of Nations Publication, Official No. C.310. M.109. 1927. IX, 275. 
For the British and French texts on supervision, cf. pp. 376-81. 
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proposal was contrary to the conception of good faith 
as the foundation of international agreements.” The 
problem was to find a formula which would bridge the 
gap between the French insistence upon supervision 
and the American insistence that the agreement should 
rest upon international good faith. In 1930 a subcom- 
mittee on which the United States was represented 
“unanimously” recommended the creation of a Perma- 
nent Disarmament Commission at the seat of the 
League,” entrusted with the task of “following the 
execution of the present Convention.” The Commission 
was” to examine and judge the information supplied 
by the signatories, to watch the application of the 
treaty, and to report regularly on it."* The language was 
sufficiently flexible to meet the wishes of both sides. 
The importance of the agreement, from the American 
point of view, lies in the fact that the Hoover Admin- 
istration had committed itself to the establishment of a 
Permanent Disarmament Commission at Geneva, em- 
powered to report on the execution of the treaty which 
it hoped would be produced in 1932. This made possi- 
ble one more link between the United States and the 
League. 


E. The Question of Escape and Consultation 


The treaties to limit armaments which have actually 
been concluded during the post-war decade contained 





% Tbid., 273. 

# Article 40. 

#8 Articles 47-49. 

™* League of Nations Publication, Official No. C.4. M.4. 1931. IX, 587. 
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what were known as “escape clauses.”** For in the mat- 
ter of such high policy as the size of armaments, no 
great nation had yet been willing to enter into an un- 
breakable engagement. 

The first of these escape clauses was in Article XX], 
paragraph 1, of the Washington Treaty. It provided 
that in case “the requirements of the national security 
of any Contracting Power . . . are in the opinion of 
that power, materially affected by any change of cir- 
cumstances,” the other powers will meet in conference 
with a view “‘to the reconsideration of the Treaty and 
its amendment by mutual agreement.” This agreement 
was not technically an escape clause, since it did not 
allow any one power to denounce the treaty; it was 
merely a device which provided a way by which the 
treaty might be modified. Nevertheless, it modified the 
rigidity of the obligations in the treaty. 

When preparations for the Geneva Naval Confer- 
ence were under way, the British government took the 
position that it could not limit its fleet if the French 
and Italian fleets remained unlimited. To overcome 
this objection, the United States proposed an escape 
clause,’® which frankly recognized Great Britain’s right 
to meet competitive building by powers outside the 
bounds of the treaty. This provision was carried to 
London in 1930, was incorporated in Article 21 of the 
London Naval Treaty, and became the ground on 
which Great Britain agreed to a further limitation of 





* Washington Treaty, Article 21. London Treaty, Article 21. 
* Also known as an “escalator clause.” 
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naval armaments although France and Italy were not 
included. 

The escape clause in the London Treaty differed 
radically from that in the Washington Treaty. It per- 
mitted any signatory to build first and consult and ex- 
plain afterwards, whereas the Washington clause per- 
mitted additional building only after consultation and 
agreement. The escape clause in the Draft Convention” 
was essentially an American proposal, which was 
adopted by a vote of 23 to 1, Russia casting the nega- 
tive ballot. It permitted any nation to suspend the 
limitations imposed upon it provided that it notified 
the other powers, explained the nature of the emer- 
gency, and agreed to return to the status quo ante 
when the emergency had passed. 

The philosophy of this provision was expounded by 
Ambassador Gibson in the following words: “By 
broadening the opportunities for escape, we shall, in 
fact, increase the probability of observance. In the first 
place, with its right of self-preservation fully safe- 
guarded, a nation will feel more fully justified vis-a-vis 
its own people in laying down low figures for the dura- 
tion of the treaty. In the second place, they will be 
willing to undertake the obligations of this treaty with- 
out specific reservations concerning their natural ap- 
prehensions.”™’ 

It should be noted, however, that the escape clause 
in the London Naval Treaty operated when a nation 
outside the scope of the treaty increased its naval arma- 





#® Article 50. 
* League of Nations Publication, Official No. C.4. M.4. 1931. IX, 251. 
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ments. The escape clause in the Draft Convention was 
much broader, for it could be invoked whenever any 
power felt that its security was menaced. Once it had 
been invoked, the other signatories had promptly “to 
advise as to the situation thus presented.” Thus, in 
initiating and subscribing to Article 50, the Hoover 
Administration accepted in a very broad and inclusive 
sense the principle of international consultation in the 
event of a menace to peace. 

The project of a consultative pact had evolved out of 
the escape clause.”* 

The Draft Convention did not specify how this con- 
sultation was to be effected. But there is fair evidence 
for inferring that the Administration had been won 
over to the idea of consultation through the League. 
For the American proposal for an escape clause was 
modeled upon Article 21 of the London Treaty, which 
said that the signatories should promptly advise “with 
each other through diplomatic channels.” These six 
words were omitted from Article 50, and their omis- 
sion can hardly have been an oversight. While no com- 
mitments were made, there was undoubtedly an as- 
sumption that in matters of world-wide importance 
consultation would necessarily take place through the 
mechanism of the League. 


F. The Question of a Holiday in Armaments 


Article 50 was approved in December, 1930. Nine 
months later, in September, 1931, in the most critical 





** For an account of the negotiations with regard to a consultative pact at 
the London Naval Conference, see Survey of American Foreign Relations, 


1931, 359-60. 
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period of the financial crisis, the Twelfth Assembly of 
the League met in Geneva. On September 8 Signor 
Dino Grandi spoke to the Assembly, making the first 
speech ever addressed to that body by an Italian foreign 
minister. He proposed that all nations should “reach 
an immediate general agreement with a view to arriv- 
ing at the suspension of the execution of their new 
armament programs” which would last “at least for 
the period during which they will sit in the confer- 
ence.” He argued that ‘‘a veritable and effective arma- 
ment truce” would improve the atmosphere of the im- 
pending conference. 

The suggestion was badly received in Paris,” where 
it was believed that the plan had originated during the 
conversations of July between Secretary Stimson and 
Signor Mussolini. “To obtain an accurate idea of the 
effect of the speech,” said one Parisian newspaper,” “it 
was only necessary to observe the seats whence came 
the first applause—the seats of the Anglo-Saxon and 
Scandinavian, or pro-German, delegations.” The pro- 
posal was indeed unpalatable to the French coalition, 
not so much because of the actual limitation it might 
impose upon their armaments, but because it was in 
principle contradictory to their cardinal thesis that 
limitation of armaments must follow upon politically 
organized security. Its effect, therefore, was to increase 
in some measure the moral isolation of France. 

It was promptly made known in Washington that 
the Administration was friendly to the idea. In Geneva 





% Japan and the Little Entente were the other objectors. 
Le Soir, Sept. 8, 1931. 


[242 ] 











Or ee 


























the proposal was referred to the Third Committee of 
the Assembly, and on its unanimous recommendation, 
the President of the Twelfth Assembly addressed a 
note to the United States, inviting it “to take part in a 
consultative capacity” in the discussions of the Third 
Committee. This invitation was received late in the 
evening of September 19. On September 21 the Depart- 
ment of State published it, announcing that it had 
accepted the invitation and had instructed Mr. Hugh 
R. Wilson, the American minister to Switzerland, to 
represent the United States in the discussions.” 

Two days later Mr. Wilson made a statement” be- 
fore the Third Committee, saying that “a renunciation 
of increase of armaments” was “practicable and of a 
nature acceptable to” the American government. He 
pointed out that final approval could not be given 
without further scrutiny of the particular form of the 
proposal as it would affect naval armaments. Neverthe- 
less, he was prepared to say that though an undertaking 
not to augment existing naval strength for a year would 
cause “‘an embarrassment and a dislocation of construc- 
tion plans,” the United States regarded “the general 
question of disarmament as so important and the neces- 
sity of creating a psychological condition propitious 
for the conference as so urgent” that it was “willing to 
forego” in this respect its rights under the London 
Naval Treaty.” 


The proposal was debated in the Third Committee 





* Department of State release, Sept. 21, 1931. 

Department of State release, Sept. 23, 1931. 

* Mr. Wilson made an exception in the case of “a limited number of 
destroyers,” which the United States could not “undertake to hait.” 
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for a week and a report finally adopted, which con- 
tained a resolution to be voted by the Assembly. It 
took the form of “‘a solemn appeal” to all the govern- 
ments to notify the Council before November 1, 1931, 
whether they were willing 


to give proof of their earnest desire for the successful issue 
of the efforts to insure and organize peace and without 
prejudging the decisions of the Conference or the programs 
and the proposals submitted to it by whatever government, 
to refrain from any measure involving an increase in their 
armaments. 


The resolution was carried in the Assembly. In the 
United States the plan was opposed by the Navy 
League and its sympathizers, who argued that “‘a one- 
year naval holiday which would stop the laying down 
of any new keels would increase the [this} disparity 
still further, making a new ratio of ro for the United 
States, 15 for Great Britain, and 12.7 for Japan.’ 
Nevertheless, at the appointed time, on October 29, a 
note was dispatched by the Department of State to 
the Secretary-General of the League, accepting the 
proposal of the Assembly. 

The truce had given strong evidence of the willing- 
ness of the United States government to associate itself 
with organs of the League. By September, 1931, the 
Department of State had rather completely outgrown 
the fear, which had been so controlling ten years 





* Full text in Department of State release, Sept. 30, 1931. 

* Cf. editorials, New York Herald Tribune, Sept. 30, Oct. 3, 4, 17, 27, 
1931. A bitter controversy over the reduction of naval expenditures developed 
between the President and the Navy League. Cf. New York Times, Sept. 30, 
Oct. 28, and following. 
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earlier, that American public opinion would not per- 
mit collaboration with Europe through the mechanism 
of the League. It had come to the point where in fact 
it was collaborating on several great matters. This col- 
laboration was a slow growth over a period of ten 
years, which had become closer as expediency dictated, 
as the advantages were demonstrated, and as apprehen- 
sions disappeared. Without formally reversing the at- 
titude of aloofness exhibited by the Republican Party 
after the election of Mr. Harding, successive Repub- 
lican Presidents had in fact adopted the policy of send- 
ing representatives to any League committee or con- 
ference in which the United States was interested and 
to which it had been invited. 

The policy had matured gradually. It was advanced 
greatly by the experience acquired by the Department 
of State in its preparation for the General Disarma- 
ment Conference. It was advanced still further by the 
frank and cordial manner in which, during the last 
week of September, the Administration codperated with 
the Assembly of the League in working out a truce of 
armaments. The ground was thus well prepared for, 
and there was a kind of inevitability about, the next 
step, taken on October 16, when the Department of 
State authorized the American consul at Geneva to 
take a seat with the Council of the League and to par- 
ticipate in discussions about the application of the 
Kellogg Pact to the Sino-Japanese dispute in Man- 
churia. 


CHAPTER FOURTEEN 


THE MANCHURIAN AFFAIR 


ALMOST at the precise moment when the President of 
the Twelfth Assembly of the League invited the United 
States to take part in the discussions about the proposed 
truce in armaments, an incident occurred on the other 
side of the globe which was destined to draw the 
United States into closer collaboration with the League 
than at any previous time. The invitation to consult 
about the truce was received at the Department of 
State late in the evening of Saturday, September 19. 
During the night of September 18-19, trouble between 
China and Japan broke out in Manchuria. 

According to the account given by the Japanese 
representative at Geneva, the affair began with the de- 
struction of a bridge on the main line of the South 
Manchuria Railway a few miles north of Mukden. 
The Chinese denied that the bridge had been blown up 
by their soldiers, asserting that this had been done by 
the Japanese, and alleged that a siding had been built 
around the bridge a short time before and that damage 
to the bridge did not interrupt traffic. Shortly after its 
destruction, it was said by the Japanese, their soldiers 
encountered several hundred Chinese troops near the 
bridge. The Chinese were ordered to halt. They re- 
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fused. The Japanese opened fire. Within a few hours 
the Japanese army in Southern Manchuria, consisting 
of the troops stationed in the railway zone’ to guard 
the railway, had seized many of the important cities in 
two of the three Manchurian provinces. The attacks 
were delivered before dawn of Saturday, September 19, 
on orders from the Japanese commander, General 
Honjo. By the afternoon the army had occupied not 
only Mukden but Antung, Changchun, and New- 
chwang.” In another forty-eight hours it had seized 
Kirin. By this military movement the Japanese army 
took control of the railways of Southern Manchuria in 
which Japanese capital was invested. 

In the occupied cities Japanese officers exercised the 
civil authority through Chinese local officials. They 
took possession of the public utilities, closed the 
Chinese telegraph offices, put the radio stations out of 
commission, and permitted the telephones to be oper- 
ated only under Japanese supervision. On the whole 
the occupation was effected with relatively little blood- 
shed. The Chinese offered no resistance in most places, 
though there was fighting at Mukden and Changchun.’ 





*The Japanese rights in the South Manchuria Railway zone are based 
primarily upon the transfer to Japan, with China’s consent, of rights previ- 
ously obtained there by Russia. This transfer was effected by the Treaty 
of Portsmouth, of September 5, 1905, and the Treaty of Peking, of December 
22, 1905. Under the Treaty of Portsmouth (Annex, Article 1) and the 
Russo-Japanese protocol of evacuation, of October 30, 1905, the employment 
of railway guards by Russia and Japan to protect their Manchurian properties 
was limited to an average of fifteen per kilometer. The maximum Japan is 
authorized to employ is 15,000. Cf. John V. A. MacMurray, Treaties and 
Agreements with and concerning China, 1, 522, 527. 

* Cf. map on p. 247. 

*The Japanese representative, Ambassador Yoshizawa, stated at Geneva 
on September 22 that the Japanese had lost 150 killed and wounded at 
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The Chinese stated that the lack of resistance was due 
to the fact that they knew Japan was preparing to 
strike, and they asserted that they had ordered their 
local military officers to withdraw if attacked. This, 
they claimed, accounted for the retreat of 10,000 
Chinese troops at Mukden under an attack by 600 
Japanese. 

When news of the affair reached Europe and Amer- 
ica on Saturday, September 19, no authoritative account 
was available of what had taken place the night before. 
There is good reason to think that the Japanese Foreign 
Office and also the Japanese ambassadors at Geneva 
and at Washington were without complete and accu- 
rate information. They even let it be known that they 
believed the army in Manchuria had acted without the 
knowledge of the Foreign Office. The American gov- 
ernment accepted this disclaimer and based its subse- 
quent policy on the assumption that the civilian gov- 
ernment in Tokyo had been surprised by the army’s 
action. The belief persisted, nevertheless, that while 
the Foreign Office in Tokyo was probably without in- 
formation about the details of the attack, it did possess 
general knowledge that the army had been planning 
some such coup, and that it knew the coup might occur 
at any time. 





Changchun. On September 24 the Chinese delegation submitted a telegram 
stating that the total Chinese casualties at Mukden exceeded 5,000, 
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I. WESTERN DIPLOMACY WITH RESPECT TO MAN- 
CHURIA: THE FIRST PHASE: SEPTEMBER 18 TO 
SEPTEMBER 25, 1931 


The affair in Manchuria was officially brought to the 
attention of the Council of the League on Saturday 
afternoon, September 19. The initiative was taken by 
the Japanese representative, Ambassador Yoshizawa, 
who stated that an incident was reported in Manchuria, 
that he lacked detailed information but had cabled for 
it, and that he could assure the Council his government 
had taken all possible measures to prevent this local 
occurrence from leading to undesirable complications. 
Thereupon, the Chinese representative on the Council, 
Dr. Alfred Sze, spoke, saying that according to his in- 
formation the incident had not been caused by the 
Chinese, and that he would keep the Council informed 
as to the developments. Thus, within a few hours after 
the outbreak of the trouble, the matter was laid before 
the Council and the concern of the League acknowl- 
edged by both parties to the dispute. 

Two days later, on Monday, after the seizure of the 
railways and of many widely scattered cities on them, 
China appealed formally to the League, invoking Ar- 
ticle XI of the Covenant.* The following day the Coun- 





* Article XI of the Covenant of the League of Nations reads as follows: 

1. Any war or threat of war, whether immediately affecting any of the 
Members of the League or not, is hereby declared a matter of concern to the 
whole League, and the League shall take any action that may be deemed 
wise and effectual to safeguard the peace of nations. In case any such 
emergency should arise, the Secretary-General shall on the request of any 
Member of the League forthwith summon a meeting of the Council. 

2. It is also declared to be the friendly right of each Member of the 
League to bring to the attention of the Assembly or of the Council any cir- 
cumstance whatever affecting international relations which threatens to dis- 
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cil sent identic notes to Nanking and Tokyo, asking 
them to refrain from any act that might aggravate the 
situation. That same day, Tuesday, September 22, Sec- 
retary Stimson told the Japanese ambassador in Wash- 
ington, Mr. Debuchi, that the American government 
was profoundly concerned because the Manchurian 
affair might raise questions as to the meaning of the 
Nine-Power Treaty’ and of the Kellogg Pact. It should 
be noted, however, that the Department of State had 
not yet defined its policy and did not then regard itself 
as committed to invoking these treaties. Its attitude was 
at the time controlled by the theory that there was a 
sharp cleavage in Japan between the Foreign Office 
and the military elements, and that the wisest course 
was to attempt to strengthen the hands of Baron Shide- 
hara, the Japanese Foreign Minister. 





turb international peace or the good understanding between nations upon 
which peace depends. 

® Article I of the Nine-Power Treaty reads as follows: 

The Contracting Powers, other than China, agree: 

1. To respect the sovereignty, the independence, and the territorial and 
administrative integrity of China; 

2. To provide the fullest and most unembarrassed opportunity to China 
to develop and maintain for herself an effective and stable government; 

3. To use their influence for the purpose of effectually establishing and 
maintaining the principle of equal opportunity for the commerce and industry 
of all nations throughout the territory of China; 

4. To refrain from taking advantage of conditions in China in order to 
seek special rights or privileges which would abridge the rights of subjects 
or citizens of friendly States, and from countenancing action inimical to the 
security of such States. 

For detailed discussion of this treaty, cf.: Report of the American Delega- 
tion of the Proceedings of the Conference on the Limitation of Armament, 
117; Sic Harold Partlett, A Brief Account of Diplomatic Events in Man- 
churia, 41-46; Westel W. Willoughby, China at the Conference and For- 
eign Rights and Interests in China; C. Walter Young, Japan's Jurisdiction 
and International Legal Position in Manchuria, 3 vols., passim, and The 
International Relations of Manchuria, 246-50; Sit Frederick Whyte, China 
and Foreign Powers. 

The first three of these volumes contain the text of the Nine-Power Treaty. 
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The Department of State had not then begun to col- 
laborate with the League. In fact, when the Council 
considered a plan to send observers to Manchuria to su- 
pervise the withdrawal of the Japanese forces, Secre- 
tary Stimson let it be known that he regarded it as wiser 
to let China and Japan create their own commission. 
Nevertheless, on Friday, September 25, a week after 
the affair began, Mr. Stimson addressed identic notes 
to Japan and China, similar to those by the League on 
September 22, in which he expressed the hope that fur- 
ther conflict would be avoided and the requirements of 
international law satisfied. 


2. THE SECOND PHASE: SEPTEMBER 25 TO 
SEPTEMBER 30 


During the second week a vigorous debate devel- 
oped at Geneva between the Japanese and Chinese 
representatives. The essential differences began to crys- 
tallize. The Japanese took the position that they had no 
territorial aspirations in Manchuria, and that they de- 
sired to negotiate directly with China. The Chinese 
took the position that they would not negotiate until 
the troops had been withdrawn to the railway zone. 
They asked also that the League appoint a neutral com- 
mission of inquiry. On September 30 the Council 
unanimously adopted a resolution® which seemed to 
commit the two disputants, whose representatives had 
voted for it, to a definite course of action in terminat- 
ing the dispute. The resolution was as follows: 





* League of Nations Publication, Official No. C.648. 1931. VII. 
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The Council 


1. Notes the replies of the Chinese and Japanese Gov- 
ernments to the urgent appeal addressed to them by its Presi- 
dent and the steps that have already been taken in response 
to that appeal; 

2. Recognizes the importance of the Japanese Govern- 
ment’s statement that it has no territorial designs in 
Manchuria; 

3. Notes the Japanese Representative’s statement that his 
Government will continue as rapidly as possible the with- 
drawal of its troops, which has already been begun, into the 
railway zone in proportion as the safety of the lives and 
property of Japanese nationals is effectively assured and that 
it hopes to carry out this intention in full as speedily as 
may be; 

4. Notes the Chinese Representative’s statement that his 
Government will assume responsibility for the safety of the 
lives and property of Japanese nationals outside that zone as 
the withdrawal of the Japanese troops continues and the 
Chinese local authorities and police forces are reéstablished; 

5. Being convinced that both Governments are anxious to 
avoid taking any action which might disturb the peace and 
good understanding between the two nations, notes that the 
Chinese and Japanese representatives have given assurances 
that their respective Governments will take all necessary 
steps to prevent any extension of the scope of the incident or 
any aggravation of the situation; 

6. Requests both Parties to do all in their power to hasten 
the restoration of normal relations between them and for 
that purpose to continue and speedily complete the execu- 
tion of the above-mentioned undertakings; 

7. Requests both Parties to furnish the Council at frequent 
intervals with full information as to the development of the 
situation; 

8. Decides, in the absence of any unforeseen occurrence 
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which might render an immediate meeting essential, to meet 
again at Geneva on Wednesday, October 14, 1931, to con- 
sider the situation as it then stands; 

9. Authorizes its President to cancel the meeting of the 
Council fixed for October 14 should he decide after con- 
sulting his colleagues, and more particularly the representa- 
tives of the two Parties, that in view of such information as 
he may have received from the Parties or from other mem- 
bers of the Council as to the development of the situation, 
the meeting is no longer necessary. 

After adopting this resolution the Council adjourned 
until October 14. 


3. THE THIRD PHASE: OCTOBER I TO OCTOBER 13 


During the interval while the Council stood ad- 
journed, it became evident that the resolution of Sep- 
tember 30 was not effective, and that matters were 
becoming aggravated in Manchuria. On October 6 the 
Japanese commander, General Honjo, was reported to 
have declared that the army would not recognize the 
authority of Chang Hsueh-liang, who was administer- 
ing Manchuria with the consent or approval of Nan- 
king. On October 7 the Japanese at Geneva charged 
that Chinese brigands and disbanded soldiers were 
committing outrages upon Japanese and Koreans in 
the interior. Reports arrived, too, of Chinese separatist 
movements. On October 8, Japanese airplanes flying 
over Chinchow, a city on the Peiping-Mukden Rail- 
way, bombed it. The Japanese contention was that the 
planes had been fired upon. The Chinese at Geneva 
responded the next day with charges of looting by 
Japanese troops and with accusations about Japanese 
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designs in Mongolia. The Japanese brought charges of 
anti-Japanese demonstrations in China and of a boycott. 

On October 12 the Japanese government sent a com- 
munication to the League presenting a new condition 
which had to be met before it would recall its troops. 
The condition was that China must agree to direct ne- 
gotiations on “fundamental points capable of con- 
stituting a basis allowing of resumption of normal 
relations.” 

What these fundamental points were, it was not 
known when the Council reassembled on October 13, 


a day earlier than originally scheduled, because of the 
situation in Manchuria. 


4. THE FOURTH PHASE: OCTOBER 13 TO OCTOBER 24 
A. The Council’s Invitation to the United States 


The association of the United States with the League 
had now become very close, and it gradually became 
known that the United States was prepared to permit 
Mr. Prentiss B. Gilbert, the American Consul at Ge- 
neva, to sit with the Council to discuss the application 
of the Kellogg Pact, should an invitation be issued. 

During the days from October 13 to October 17, 
two distinct yet interrelated questions occupied the at- 
tention of the Council. One was the Sino-Japanese dis- 
pute itself. The other was the question of replacing the 
existing informal collaboration between the United 
States and the League with a more formal kind of col- 
laboration. 

Among the powers represented on the Council, all 
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except Japan were eager to invite the United States. 
The theory of this invitation was that the execution of 
the Kellogg Pact was involved, and that the United 
States was one of the proponents of that treaty and the 
depositary of the ratification of it. This formula was 
held to put the United States in a special position, dis- 
tinguishing it presumably from Soviet Russia, which, 
though a signatory, was not a “proponent” and not a 
“depositary” of ratifications! 

The question of inviting the United States was really 
settled in secret session on October 15. But the Japanese 
continued to object and the matter was publicly de- 
bated on Friday, October 16. The Japanese position 
was that an invitation of this kind to a non-member 
state raised fundamental questions as to the meaning 
of the Covenant and should be decided, not on grounds 
of expediency, but by reference to the Permanent Court 
of International Justice. The Japanese declared that 
they were not animated by hostility to the United 
States and would in fact welcome her as a regular mem- 
ber of the League, but that they objected to such excep- 
tional procedure. It can hardly be doubted that the other 
members of the Council were actuated by a desire to 
seize the great and unexpected opportunity of establish- 
ing the precedent of American codperation with the 
Council. 

It is not possible for us to discuss the legal questions 
at issue. The immediate practical question was whether 
the invitation could be treated as a matter of procedure 
or of substance. If it was procedural, the Council could, 
under Article V of the Covenant, issue the invitation by 
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a majority vote, thus overruling Japan. If the question 
was substantial, the invitation had to be unanimous and 
Japan could veto it. The Council decided that the ques- 
tion was procedural and issued the invitation that very 
day. Within a few hours the Department of State signi- 
fied its acceptance. That same day Mr. Gilbert took a 
seat at the Council table. 

The instructions to Mr. Gilbert were precise. He was 
told to participate in no discussion except as to the in- 
vocation of the Kellogg Pact regarded as a means of 
mobilizing world opinion against war. He was ex- 
pressly ordered not to take the initiative even in this, 
for it was known that Japanese opinion was inflamed 
against the United States. But he was to express the 
codperation of the United States should the Council 
invoke the Kellogg Pact. The principle adopted was 
that the Council of the League was the proper agency 
to invoke the Kellogg Pact. The American government 
had never before declared its view as to how the Pact 
might be executed, although Secretary Stimson had in- 
voked it in the Russo-Chinese dispute two years before. 

The day after Mr. Gilbert took his seat, France, 
Great Britain, Italy, Germany, and Spain in identic 
notes called attention to the Kellogg Pact and re- 
minded Japan and China of Article II of the Pact, 
which reads as follows: 


The High Contracting Parties agree that the settlement 
or solution of all disputes or conflicts of whatever nature 
or of whatever origin they may be, which may arise among 
them, shall never be sought except by pacific means. 
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On October 20, three days later, the United States 
also invoked the Kellogg Pact. Thereupon Mr. Gilbert 
was instructed to stay away from secret meetings of the 
Council but to appear at public meetings when matters 
concerning the Pact were being considered. 


B. Development of the Japanese Position 


Although Japan continued to declare that “the whole 
Manchurian affair was occasioned solely by a violent 
and provocative attack launched by the Chinese army 
on the railway zone,” it became clear during the third 
week of October that the occupation of Southern Man- 
churia was now designed not as an intervention to cure 
a local disorder, but as a comprehensive move to com- 
pel respect for Japan’s claims in Manchuria. In his 
statement to the Council on October 13, Mr. Yoshizawa 
related the story of how Japan had established herself 
in Manchuria as a result of the Sino-Japanese War of 
1894-95 and the Russo-Japanese War of 1904-05, and 
he insisted that “all questions connected with it touch 
a chord of sentiment in the Japanese nation.” “Japan,” 
he said, “has no territorial ambitions in that country, 
but she possesses vital political and economic interests 
there.” It was to insure respect for these interests that 
Japan proposed to remain in occupation until China by 
direct negotiations acknowledged them. 

As this is written, it is not known in full detail just 
what were the original Japanese claims which Japan 
was insisting China should recognize. But finally, un- 
der pressure of the Council, the Japanese made public 
a list of Five Points they insisted upon negotiating. 
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The first version was unofficial. As reported by the cor- 


respondent of the London Times at Tokyo, they were 
as follows: 


1. Both countries agree not to commit any act of ag- 
gression; 

2. They promise to abstain from hostile agitation, boy- 
cotts, and propaganda; 

3. Japan undertakes to respect the territorial integrity of 
Manchuria; 


4. China guarantees the protection of Japanese subjects in 
Manchuria; 


5. Japan and China will make arrangements providing for 
codperation in the avoidance of ruinous competition between 
the South Manchuria and other railways, and China will 
give effect to all existing railway treaties. 


In the official version issued at Tokyo on October 26, 
the fifth of the fundamental points was made less spe- 
cific and reads simply: “Respect for treaty rights of 
Japan in Manchuria.” It was, however, now plain to 
the Council and to the Department of State that the 
principal Japanese objective was the fifth point in re- 
gard to treaty rights, and that what Japan was demand- 
ing as a condition of withdrawing her troops was an 
acknowledgment by China of the continuance of a 
Japanese railway monopoly in Manchuria. Under her 
treaty rights Japan laid particular emphasis on the 
protocol of Peking of 1905 by which the Chinese prom- 
ised not to build railways parallel to the South Man- 
churia lines, upon Japan’s right to be consulted before 
China could build any railway line with foreign capi- 
tal, and upon the validity of the leases of the Japanese 
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lines. Some of these treaty rights are secret. Of some 
the texts have not been officially published. Many of 
them were contested by the Chinese.’ There were, be- 
sides, items in the treaties of 1915, part of the so-called 
twenty-one demands, in regard to leases of land to 
Japanese subjects. 

When it was understood at Geneva that Japan now 
proposed to use the pressure of military force to up- 
hold these disputed treaties, the atmosphere rapidly 
changed. It was felt that here was a clear case of resort 
to war as an instrument of national policy, and hence 
a clear violation of the meaning of the Kellogg Pact. 
The United States government took the same view. The 
Council, after attempting in vain to persuade Japan 
to give up insistence on the fifth point as a condition of 
withdrawal, adopted a new resolution on October 24. 
It read as follows: 


The Council, in pursuance of the resolution passed on 
September 30, and noting that in addition to the invocation 
by the Government of China, of Article 11 of the Covenant, 
Article 2 of the Pact of Paris has also been invoked by a 
number of Governments; 

Recalls the undertakings given to the Council by the Gov- 
ernments of China and Japan in that resolution, and in par- 
ticular the statement of the Japanese representative that the 
Japanese Government would continue as rapidly as possible 
the withdrawal of its troops into the railway zone in propor- 
tion as the safety of the lives and property of Japanese na- 
tionals is effectively assured, and the statement of the Chi- 
nese representative that his Government will assume the 
responsibility for the safety of the lives and property of 





*Cf. C. Walter Young, Japan’s Special Position in Manchuria, 95 et seq. 
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nationals outside that zone—a pledge which implies the effec- 
tive protection of Japanese subjects residing in Manchuria; 

Recalls further that both Governments have given the 
assurance that they would refrain from any measures which 
might aggravate the existing situation, and are therefore 
bound not to resort to any aggressive policy or action and 
to take measures to suppress hostile agitation; 

Recalls the Japanese statement that Japan has no terri- 
torial designs in Manchuria, and notes that this statement 
is in accordance with the terms of the Covenant of the League 
of Nations and of the Nine-Power Treaty, the signatories of 
which are pledged “to respect the sovereignty, the independ- 
ence and the territorial and administrative integrity of 
China”; 

Being convinced that the fulfillment of these assurances 
and undertakings is essential for the restoration of normal 
relations between the two parties; 

(a) calls upon the Japanese Government to begin imme- 
diately and to proceed progressively with the withdrawal of 
its troops into the railway zone, so that the total withdrawal 
may be effected before the date fixed for the next meeting 
of the Council; 

(4) calls upon the Chinese Government, in execution of 
its general pledge to assume the responsibility for the safety 
and lives of all Japanese subjects resident in Manchuria, to 
make such arrangements for taking over the territory thus 
evacuated as will insure the safety of the lives and property 
of Japanese subjects there, and requests the Chinese Gov- 
ernment to associate with the Chinese authorities designated 
for the above purpose representatives of other powers in 
order that such representatives may follow the execution of 
the arrangements; 

Recommends that the Chinese and Japanese Governments 
should immediately appoint representatives to arrange the 
details of the execution of all points relating to the evacua- 
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tion and the taking over of the evacuated territory so that 
they may proceed smoothly and without delay; 

Recommends the Chinese and Japanese Governments as 
soon as the evacuation is completed, to begin direct negotia- 
tions on questions outstanding between them, and in par- 
ticular those arising out of recent incidents as well as those 
relating to existing difficulties due to the railway situation 
in Manchuria. For this purpose the Council suggests that the 
two parties should set up a Conciliation Committee or some 
such permanent machinery; 

Decides to adjourn until November 16, at which date it 
will again examine the situation, but authorizes its president 
to convoke a meeting at an earlier date should it in his 
opinion be desirable. 


This resolution was adopted in the Council by a 
vote of thirteen to one, Japan dissenting. The states 
voting for it were the British Empire, China, France, 
Germany, Guatemala, the Irish Free State, Italy, Nor- 
way, Panama, Peru, Poland, Spain, and Jugoslavia. The 
United States did not vote, not being a member of the 
League. 

The crucial point in the resolution was the fixing of 
a date, November 16, before which Japan should effect 
the total withdrawal of her troops into the railway 
zone. It is not clear how the Council came to take so 
decisive a step, and there is some reason to think that 
it was taken without adequate, if any, consultation with 
Washington. At all events, it is fairly clear that though 
the Department of State withheld comment on the 
resolution, it did not regard the fixing of a definite date 
for evacuation as well-advised. The Japanese seem to 
have understood this, and for that reason among others, 
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including their claim that a resolution under Article XI 
which was not unanimous was not binding, to have 
made no secret of their intent to disregard the Council’s 
“ultimatum.” But though the United States did not as- 
sociate itself with the resolution, it did quite clearly 
make known to Japan that it associated itself with the 
spirit of the Council’s resolutions of September 30 and 
October 24, and that it regarded Japan’s insistence 
upon recognition of disputed treaties as a violation of 
the Kellogg Pact and the Nine-Power Treaty. 


5. THE FIFTH PHASE: OCTOBER 24 TO NOVEMBER 16 


During the ten days which followed the adjourn- 
ment of the Council, the American attitude took defi- 
nite form. Japan was notified that the situation created 
in Manchuria had, temporarily at least, destroyed the 
administrative integrity of China in that region, and 
that there were two distinct matters to be discussed— 
the first a pacific solution of the existing trouble in 
Manchuria, the second a solution through direct nego- 
tiation of the matters at issue between Japan and China 
relating to rights under treaties. It became the Amer- 
ican view that the second matter, in regard to treaties, 
could not appropriately be settled until the troops were 
withdrawn and the suspicion had been removed that 
Japan intended to force a settlement of disputed ques- 
tions by military pressure. 

On November 5 the Department of State sent a 
memorandum to the embassy in Tokyo, stating the 
American view. The note was not published, but it was 
regarded in Tokyo as a strong document. At about the 
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same time, reports arrived of a movement of Japanese 
troops to the north in the direction of Tsitsihar, the 
capital of the Manchurian province of Heilungkiang. 
Two days after the dispatch of the American memo- 
randum to Tokyo, Japan notified the Council that she 
would not withdraw her troops until China accepted 
all her terms. In the meantime the American govern- 
ment was being assured that Japan would not occupy 
Tsitsihar, because that city was in the so-called Russian 
sphere. 

The incident which precipitated the trouble in 
Northern Manchuria was the destruction of three 
bridges on the Taonan-Anganchi Railway where it 
crosses the Nonni river. This railway, which runs from 
the South Manchuria Railway at Ssupingkai to the Chi- 
nese Eastern Railway at Anganchi, is the road over 
which the large bean crop of Heilungkiang province is 
moved to the ports. It had been built with Japanese 
capital, said to amount to 50 million yen, and no part 
of the principal or interest had been repaid. The dam- 
age to the bridges was done by the troops of General 
Ma Chan-san, and when the Japanese arrived at the 
Nonni river to repair the bridges, they were attacked. 
There was intermittent fighting up to November 18, 
when the Japanese occupied Tsitsihar and dispersed 
General Ma’s army. 

Thus, when the special session of the Council met in 
Paris on November 16, the situation had become much 
worse. The Japanese had disregarded all appeals by the 
League and by the United States. They had extended 
their occupation to include the three Manchurian capi- 
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tals and all the railways built with Japanese funds. 
They had made China’s reacceptance of her treaties 
with Japan a condition of withdrawal. 


6. THE SIXTH PHASE: AFTER NOVEMBER 16 


To the Paris meeting of the Council the Department 
of State sent General Charles G. Dawes, the American 
ambassador to Great Britain. He was not instructed to 
sit with the Council, but to be available for confer- 
ences on matters relating to treaties like the Kellogg 
Pact and the Nine-Power Treaty of which the United 
States was a signatory. The American position with 
regard to the League remained as it had been. The 
Administration was endeavoring to reinforce action 
taken by the League when it could properly do so; it 
was acting independently, but it would not allow a 
line of cleavage to be created between the United States 
and the League, for their objectives were identical. 
The United States and the League were not taking 
sides as between China and Japan, and they insisted 
only on a peaceable solution which would avoid the 
settlement of old disputes by force. 

The real work at Paris was done not in the formal 
sessions of the Council, but in private conferences par- 
ticipated in by M. Briand, Sir John Simon, the new 
British Secretary of State for Foreign Affairs, Sir Eric 
Drummond, General Dawes, Mr. Matsudaira, the Jap- 
anese ambassador to Great Britain, Mr. Yoshizawa, 
the Japanese ambassador to France, and the Chinese 
representative, Dr. Alfred Sze. A multitude of pro- 
posals were made, discussed, amended, and rejected. 
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Finally, on November 25, a resolution was drafted on 
which all the members of the Council and the United 


States as well were agreed. This resolution, in its final 
form, read as follows: 


The Council first reaffirms the resolution passed unani- 
mously by it September 30 whereby the two parties declare 
they are solemnly bound. 

It therefore calls upon the Chinese and Japanese Govern- 
ments to take all steps necessary to assure its execution so 
that the withdrawal of Japanese troops within the railway 
zone may be effected as speedily as possible under conditions 
set forth in said resolution. 

Considering that events have assumed an even more seri- 
ous aspect since the Council meeting of October 24, the 
Council notes that the two parties undertake to adopt all 
measures necessary to avoid any further aggravation of the 
situation and to refrain from any initiative which may lead 
to further fighting and loss of life. 

The Council invites the two parties to continue to keep it 
informed as to the development of the situation. It invites 
other members of the Council to furnish any information 
from their representatives on the spot. 

Without prejudice to the carrying out of the above-men- 
tioned measures and desiring, in view of the special circum- 
stances of the case, to contribute toward a final and funda- 
mental solution by the two governments of the questions 
at issue between them, the Council decides to appoint a 
commission of five members to study on the spot and to 
report to the Council on any circumstance which, affecting 
international relations, threatens to disturb peace between 
China and Japan or the good understanding between them 
on which peace depends. 

The Governments of China and Japan each will have the 
right to nominate one assessor to assist the commission. 
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The two governments will accord the commission all the 
facilities to obtain on the spot whatever information it may 
require. 

It is understood that should the two parties initiate any 
negotiations these would not fall within the scope of terms 
of reference of the commission, nor would it be within the 
competence of the commission to interfere with the military 
arrangements of either party. 

The appointment and deliberations of the commission 
shall not prejudice in any way the undertaking given by the 
Japanese Government in the resolution of September 30 as 
regards the withdrawal of Japanese troops within the rail- 
Way zone. 

Between now and its next ordinary session, which will be 
held on January 25, 1932, the Council, which remains 
charged with the matter, invites its president to follow up 
the question and submit it afresh if necessary. 


The resolution seems to have evolved from a pro- 
posal made by Japan soon after the reconvening of the 
Council on November 16. The Japanese delegation 
then suggested that the League send a commission to 
China and Manchuria to investigate anti-Japanese agi- 
tation. There is reason to believe that the willingness 
of the Japanese to accept an investigating commission 
was a result of steady pressure from the Department of 
State at Washington. In its original form, however, the 
Japanese proposal was directed at only a single phase 
of the dispute and was too one-sided to win serious 
consideration on its merits. But the members of the 
Council, who were groping to find some point on 
which the two governments would be willing to nego- 
tiate, appear to have utilized the suggestion as a foun- 
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dation for a more general basis of agreement, and by 
November 21 they had broadened it so as to provide 
for a commission to investigate the whole situation in 
China and Manchuria. 

This met with a favorable response both in Paris and 
in Washington, where it was regarded as a promising 
step in the direction of conciliation. On November 22, 
at private conferences of members of the Council, the 
plan for a commission was elaborated into a draft reso- 
lution, and on the 25th its essential features were made 
public. General Dawes immediately informed the Chi- 
nese and Japanese representatives that the resolution 
met with the approval of his government, and he urged 
them to accept it. They assented in principle, but of- 
fered objections to certain details. The Chinese at first 
insisted that Japan agree to withdraw her troops by a 
fixed date, and the Japanese insisted upon the right to 
use their forces in Manchuria to protect the lives and 
property of their nationals from bandits and other law- 
less elements. In spite of these differences the prospect 
of an agreement then seemed hopeful. 

The League Council, however, had not taken account 
of the plans of the Japanese military authorities, who 
under the constitutional system of Japan are not subject 
to the immediate control of the cabinet, but have direct 
access to the throne. For some days there had been ru- 
mors that the Japanese leaders in Manchuria were 
planning a movement against Chinchow, the only im- 
portant Manchurian city, except Harbin, not already in 
their hands. Presumably, their purpose was to force 
whatever was left of the Chinese army and the Man- 
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churian civilian government to retire behind the Great 
Wall. 

In spite of these rumors Ambassador Yoshizawa re- 
peatedly gave solemn assurances in Paris that Japan 
had no intention of extending her military operations 
southwest of Mukden. To obtain further assurance, 
Secretary Stimson on November 23 instructed Ambas- 
sador Forbes in Tokyo to make inquiries of the Jap- 
anese Foreign Office with regard to the reports of 
plans to attack Chinchow. On the following day Mr. 
Forbes reported that not only Baron Shidehara, the 
Foreign Minister, but also the Minister of War and the 
Chief of Staff had declared that no operations in the 
direction of Chinchow were contemplated. Neverthe- 
less, on November 27, there came authentic reports that 
Japanese troops were moving in force from Mukden 
toward Chinchow over the Peiping-Mukden Railway. 

The new development threatened to undo the work 
of conciliation which had just begun to show signs of 
fruition. The situation was viewed in Paris and Wash- 
ington with great anxiety and with dwindling hope of 
a peaceful settlement. It appeared that the assurances 
given with regard to Chinchow were to be ignored as 
completely as those which had been given previously 
with regard to Tsitsihar, and the question of applying 
sanctions under League auspices with a view to modi- 
fying the aggressive attitude of the Japanese military 
leaders began to receive consideration. Then, on No- 
vember 28, the situation suddenly cleared. Serious rep- 
resentations were made to Baron Shidehara from 
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Washington. He conferred with the military authori- 
ties, and the movement toward Chinchow was stopped. 
The troops were drawn back to points within the South 
Manchuria Railway zone. The exact reason for this 
abrupt change in Japanese tactics was not disclosed, 
but it brought new hope of an agreement. 

At this point, however, a new cloud arose to darken 
the relations between Japan and the United States. At a 
press conference in Washington on November 27 Sec- 
retary Stimson discussed the military movement against 
Chinchow, and, after referring to the assurances which 
he had received from the Japanese Foreign Office, de- 
clared that it was difficult for him to credit, or to un- 
derstand, the press reports of the advance of General 
Honjo’s army. This statement was transmitted to Tokyo 
by a Japanese news agency in a garbled version quoting 
Mr. Stimson as saying that the Japanese army in Man- 
churia had run amuck and that it was the intention of 
Japan to absorb Manchuria completely. 

A spokesman for the Japanese Foreign Office ac- 
cepted this version as correct and retorted in language 
rarely employed by diplomats in public statements. The 
unfortunate acceptance by the Foreign Office of the 
news agency’s distorted account added to the difficul- 
ties of the situation by arousing intense resentment in 
Japan at the interference of the United States in an 
affair regarded by a large part of the Japanese people 
as essentially a domestic problem. When the Foreign 
Office was informed that the American Secretary of 
State had been misquoted, it promptly retracted its 
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previous criticism, and the incident as a diplomatic 
matter was officially closed, but the nationalist senti- 
ment which had been aroused in Japan did not make 
the work of conciliation any easier. 

In the meantime a drafting committee in Paris was 
busily engaged in rewriting the projected resolution of 
November 25 so as to meet the objections raised by 
China and Japan. To the original insistence of the Jap- 
anese government that it be left with a free hand to 
deal with Manchurian bandits, there was later added 
its stipulation that the Chinese military forces in the 
Chinchow area and the civilian government at Chin- 
chow of Marshal Chang Hsueh-liang should be with- 
drawn within the Great Wall marking the boundary 
between Manchuria and China proper. The Chinese 
delegation insisted that China would go to war before 
evacuating Chinchow. Nevertheless, by the end of the 
first week of December, substantial progress toward a 
solution of the major point in the dispute appeared to 
have been achieved. The Chinese gave up their demand 
for the fixing of a definite date for evacuation, and the 
Japanese agreed to the appointment of a neutral com- 
mission of five members to study conditions and report 
to the Council any circumstances threatening to disturb 
the peaceful relations between China and Japan. 

It was believed in Washington and Paris that if this 
arrangement and the other provisions of the Council 
resolution were accepted by Japan, it would mean her 
promise to withdraw her troops to the railway zone 
without first obtaining China’s consent to the Japanese 
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interpretation of the disputed treaties.® It was upon this 
principle that the government of the United States had 
steadfastly insisted, and it was chiefly this which led 
it to join other nations in invoking the Kellogg Pact. 
Thus, as the twelve months of our history ended, the 
dramatic spectacle was presented of the Western pow- 
ers endeavoring to make peace in the Orient through 
the machinery they had established to keep the peace 
among themselves. The efficacy of the League of Na- 
tions, of the Kellogg Pact, of the treaties emanating 
from the Washington Conference of 1922, was being 
put to the severest kind of test. It is not for us to say, as 
these words are written, how the test worked out, for it 
had not been concluded. We have recorded the facts as 
they were then known, and have attempted to show 
concretely how in the autumn of 1931 the United States 
entered into close collaboration with the governments 
organized as the League of Nations in a common effort 


to vindicate the institutions of peace created after the 
World War. 


*On December 10, a few days after this chapter was written, the reso- 
lution was adopted unanimously by the Council, although China and Japan 
accepted it with reservations. 
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EPILOGUE 


THIs history ends with the assembling of the First Ses- 
sion of the Seventy-second Congress on December 7, 
1931. Of the events described in these pages, none 
had been concluded. The world-wide depression, with 
all its vast social, political, economic, and financial con- 
sequences, had not ended. The problems created by it 
were still the subject of active debates and negotia- 
tions. The evolution of policy and opinion was still 
rapid under the pressure of emergencies. 

To say more would be to attempt to predict history. 
We refrain, deeply conscious of how difficult it is 
merely to record the events amidst which we live. The 
story has no conclusion. The plot is not unfolded. The 
end is unknown. There is no pause in the march of 
events. ... 


CounciL Houss, 
New York City, 
December 7, 1931. 
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SELECTED BIBLIOGRAPHY 


As THE books dealing with most of the events treated in 
this volume are yet to be written, any bibliography is nec- 
essarily limited to (a) works which supply a broad back- 
ground for an understanding of contemporary developments 
in the foreign relations of the United States, (b) such source 
materials, dealing with recent events, as are available to 
general readers, and (c) a list of periodicals and regularly 
published official and unofficial reports and bulletins, which 
should prove especially useful to students of current history 
or international relations. 

It is within these limitations that the bibliography which 
follows has been prepared. The titles have been chosen with 
a view to their utility and availability, and with no effort 
to make the list all-inclusive. 


GENERAL SURVEYS 


SURVEY OF AMERICAN ForEIGN RELATIONS; edited by 
Charles P. Howland. New Haven, Yale University 
Press for the Council on Foreign Relations, 1928, 1929, 
1930, I93I. 

Analyses of the origins and evolution of problems of 
American foreign policy and international relations 
rather than a chronicle of the year’s happenings. 

SURVEY OF INTERNATIONAL AFFAIRS. London, Royal In- 
stitute of International Affairs. Vol. 1, 1920-23; annual 
since 1924. 

Attention is concentrated on the most important events 
of the year in world affairs, largely from the British 
point of view. Latest issue covers 1930. 
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ECONOMIC BACKGROUND 


ANGELL, JAMES W. Recovery of Germany. New Haven, 
Yale University Press for the Council on Foreign Rela- 
tions, 1929. 

Study of the economic recovery of Germany made from 
first-hand observation during 1928-29. 

COMMITTEE ON RECENT ECONOMIC CHANGES. Recent Eco- 
nomic Changes in the United States; Report of the 
Committee . . . of the President's Conference on Unem- 
ployment, including the reports of a special staff of the 
National Bureau of Economic Research, Inc. New York, 
McGraw-Hill, 1929. 2 vols. 

Useful for an understanding of the current industrial 
situation in the United States and the economic devel- 
opment of the post-war world. 

E1nzic, PAUL. The World Economic Crisis, 1929-1931. 
New York, Macmillan, 1931. 

GREAT BRITAIN—COMMITTEE ON FINANCE AND INDUSTRY. 
Minutes of Evidence. London, H. M. Stationery Office, 
1931. 2 vols. 

————.. Report. (British Parliamentary Papers, 1931, 
Cmd. 3897.) 

Better known as the Macmillan Report. 

LEAGUE OF NATIONS. The Course and Phases of the World 
Economic Depression. Report presented to the Assembly 
by the Financial Section and Economic Intelligence Serv- 
ice. Geneva, 1931. (A.22. 1931. IIA.) 

. Proceedings of the Preliminary Conference with 
a View to Concerted Economic Action, held at Geneva, 
February 17—March 24, 1930. (C.222. M.1o9. 1930. II.) 
. Second International Conference,with a View to 
Concerted Economic Action, Geneva, November 17-28, 
1930. Proposals of the Economic Committee to serve as 


a basis for future negotiations. (2nd Conference 
A.E.C./2.) 
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. Final Act. (C.655. M.270. 1930. IL) 
. Proceedings of the rst Session. (C.149. 
M.48. 1931. II.B.) 
. Proceedings of the 2nd _ Session. 
(C.269. M.124. 1931. II.B.) 
. Report of the Economic Committee on the Agri- 
cultural Crisis. Vol. I. (C.239. M.105. 1931. II.B.) 
————. Statistical Yearbook. Annual since 1926. 
Figures as submitted to the League by individual gov- 
ernments. 
NATIONAL INDUSTRIAL CONFERENCE Boarp. A Picture of 
World Economic Conditions. New York, The Board. 
Vol. 1—1928. 
Vol. 2—At the beginning of 1929. 
Vol. 3—In the summer of 1929. 
Vol. 4—At the beginning of 1930. 
Vol. 5—In the early fall of 1930. 
Vol. 6—At the beginning of 1931. 








RAW MATERIALS 


BRUNNER, CHRISTOPHER T. The Problem of Oil. London, 
Benn, 1930. 

Excellent discussion of the world oil situation as viewed 
from the British angle. 

KILLouGH, H. B. and L. W. Raw Materials of Industrial- 
ism. New York, Crowell, 1929. 

An account of the world situation with regard to raw 
materials. 

LerrH, C. K. World Minerals and World Politics; a Factual 
Study of Minegals in their Political and International Re- 
lations. New Work, Whittlesey House, 1931. 

Concise statement both of the distribution and impor- 
tance of the various minerals and of the action taken 
in regard to them by the various governments. 
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Rowe, J. W. F. Studies in the Artificial Control of Raw 

Material Supplies. London School of Economics, 1931. 
No. 1—Sugar (Special Memorandum No. 31.) 
No. 2—Rubber (Special Memorandum No. 34.) 

SMITH, G. O., and others. Raw Materials and Their Effect 
upon International Relations (International Conciliation, 
January, 1927). 

WALLACE, B. B., and EpMINsTER, L. R. International Con- 
trol of Raw Materials. Washington, Brookings Institu- 
tion, 1930. 

WHITTLESEY, C. R. Governmental Control of Crude Rubber. 
Princeton University Press, 1931. 

Argues the inexpediency of government control of 
raw materials in view of the possible threat to harmo- 
nious international relations. 


TARIFFS 


BEVERIDGE, SIR WILLIAM, and others. Tariffs: The Case 
Examined by a Committee of Economists. . . . London, 
Longmans, 1931. 

Case for and against tariffs presented objectively, ana- 
lytically and thoroughly. 

Taussic, F. W. Tariff History of the United States. 8th 
edition. New York, Putnam, 1931. 

This edition of a standard work, first published in 
1888, carries the story through the Tariff Act of 1930. 


FOREIGN TRADE 


KLEIN, JuLius. Frontiers of Trade. New York, Century, 
1929. 
The Assistant Secretary of Commerce gives in under- 
standable form the salient facts about American foreign 
trade. 
LEAGUE OF NATIONS. Memorandum on International Trade 
and Balances of Payments. Annual since 1923. 
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First issues give comparative figures from 1910 to date 
of publication; later ones include figures for three 
years only; last volumes (issued in 1930) cover years 
1927-29. 

Taussic, F. W. International Trade. New York, Macmillan, 
1927. 

U. S. DEPARTMENT OF COMMERCE. Balance of International 
Payments of the United States. Washington, Government 
Printing Office. Annual since 1922. 

. Commerce Yearbook. Washington, Government 
Printing Office. Annual. 
Vol. 2 gives data of United States trade with foreign 
countries. 


FOREIGN LOANS 


ACADEMY OF POLITICAL SCIENCE. America as a Creditor 
Nation; a series of addresses and papers presented at the 
Annual Meeting . . . November 18, 1927. New York, 
The Academy, 1928. 

Discussion of foreign investment problems and inter- 
national trade relations, including cartels, tariffs, and 
international finance. 

NATIONAL INDUSTRIAL CONFERENCE BOARD. The Inter- 
national Financial Position of the United States. New 
York, The Board, 1929. 

Traces the change of the United States from a debtor 
to a creditor nation. 

U. S. DEPARTMENT OF CoMMERCE. American Underwriting 
of Foreign Securities in 1930. Washington, Government 
Printing Office, 1931. (Trade Information Bulletin, No. 
746.) 

. Financial Developments in Latin America during 

1930. Washington, Government Printing Office, 1931. 
(Trade Information Bulletin, No. 775.) 

————. Handbook on American Underwriting of Foreign 
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Securities. Washington, Government Printing Office, 
1930. (Trade Promotion Series, No. 104.) 

——.A New Estimate of American Investments 
Abroad. Washington, Government Printing Office, 1931. 
(Trade Information Bulletin, No. 767.) 

WINKLER, Max. Investments of United States Capital in 
Latin America. Boston, World Peace Foundation, 1929. 

Shows how far-reaching the American economic inter- 
est in Latin America has become. 


WAR DEBTS AND REPARATIONS 
Dawes Plan and Preliminaries 


BERGMANN, Carl. The History of Reparations. Boston, 
Houghton Mifflin, 1927. 

Connected record of the entire question of reparations 
from Versailles to the end of the second year of the 
Dawes Plan. Herr Bergmann was connected with repar- 
ation matters from the beginning. 

LONDON. INTER-ALLIED CONFERENCE ON REPARATIONS, 
August, 1922. Minutes. London. (British Parliamentary 
Papers. Misc. No. 16 [1924}, Cmd. 2258.) 

. Proceedings of the London Reparation Confer- 
ence, July and August, 1924. London. (British Parlia- 
mentary Papers, Misc. No. 17 [1924], Cmd. 2270.) 

Includes texts of documents submitted to the Confer- 
ence. 

MOouLTON, HAROLD G., and Pasvotsky, LEo. World War 
Debt Settlements. New York, Macmillan, 1926. (Institute 
of Economics.) 

Contains texts of United States and British debt settle- 
ments and other important agreements. 

Wor.p PEACE FOUNDATION. A League of Nations. Boston, 
The Foundation, 1922-25. 

Vol. 5, Nos. 1, 2, and 3 (1922), Vol. 6, Nos. 4 and 5 
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(1923), and Vol. 8, Nos. 5-6 (1925), are devoted to 
reparations, covering the subject from the Treaty of 
Versailles through the Dawes Report and the Paris 
financial agreement of 1925. Texts of important docu- 
ments are given in full. 

Dawes, RuFus C. Dawes Plan in the Making. Indianapolis, 
Bobbs-Merrill, 1925. 

AGENT GENERAL FOR REPARATION PAYMENTS. Reports of 
the Agent General and the Commissioners and Trustees, 
September 1, 1924-May 17, 1930. Berlin, Office for Rep- 
aration Payments, 1925-30. 

Official reports of the administration of reparations 
under the Dawes Plan. 


Young Plan 


EXPERTS COMMITTEE FOR THE SETTLEMENT OF THE REP- 

ARATIONS PROBLEM. Report . . . 1929. (Young Plan.) 

Text of the report in German, English, French, and 
Italian. 

PROTOCOL WITH ANNEXES approved at the Plenary Session 
of the Hague Conference held on August 31, 1929. 
(British Parliamentary Papers, Misc. No. 5. [1929}, Cmd. 
3392.) 

AGREEMENTS CONCLUDED AT THE HAGUE CONFERENCE, 
January, 1930. (British Parliamentary Papers, Misc. No. 
4 [1930], Cmd. 3484.) 

Summary of the agreements, Final Act of the Confer- 
ence, together with text of all agreements. 

FINAL SETTLEMENT OF THE REPARATIONS PROBLEMS 
GROWING OUT OF THE WorLD War. (International 
Conciliation, September, 1930, No. 262.) 

Contains protocol with annexes approved at the Hague 
Conference, 1929, together with Final Act of 1930 
Conference and agreements. 

ACADEMY OF POLITICAL SCIENCE, New York. The Young 


{ 281 ] 








Plan in Operation; a series of addresses and papers pre- 
sented at the annual meeting, November 14, 1930; edited 
by Parker Thomas Moon. New York, The Academy, 
1931. (Its Proceedings, Vol. 14, No. 2, January, 1931.) 

Myers, Denys P. The Reparation Settlement, 1930. Boston, 
World Peace Foundation, 1930. 

In addition to a discussion of reparations, texts of 
Young Plan and other pertinent documents are in- 
cluded. 

SCHACHT, HJALMAR. The End of Reparations; translated by 
Lewis Gannett. New York, Jonathan Cape and Harrison 
Smith, 1931. 

The former President of the Reichsbank sets forth a 
German nationalist’s view. 

WHEELER-BENNETT, JOHN W., and LATIMER, HuGuH. In- 
formation on the Reparation Settlement; Being the Back- 
ground and History of the Young Plan and the Hague 
Agreements, 1929-30. London, Allen & Unwin, 1930. 

Includes texts of the Young Plan and the Concurrent 
Memorandum. 


United States Debt Agreements 


WorLD War ForeIGN Dest CoMMISSION. Combined An- 
nual Reports, Fiscal Years 1922, 1923, 1924, 1925, 1926. 
Washington, Government Printing Office, 1927. 

Annual Reports include statements as to obligations of 
foreign governments held on date of report. In addi- 
tion, there are official texts of agreements, messages 
of the Presidents, letters, press statements, reports of 
committees of Congress, etc. The whole forms a com- 
plete picture of the debt transactions through 1926. 


1931 Developments 


LONDON. CONFERENCE OF INTERNATIONAL COMMITTEE 
oF Experts, August 11 and 13, 1931. 
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Report on suspension of certain intergovernmental 
debts falling due in the course of the year ending June 
30, 1932, together ‘with protocols and declarations. 
(British Parliamentary Papers, Misc. No. 19 [1931], 
Cmd. 3947.) 

REPORT OF THE COMMITTEE APPOINTED ON THE RECOM- 
MENDATION OF THE LONDON CONFERENCE, 1931. Basle, 
1931. 

(Variously known as the Wiggin, Basle, and Layton 

Report.) Sets forth the credit status of Germany and 

submits a plan for dealing with short-term credits. 


GOLD 


CassEL, Gustav. Post-War Monetary Stabilization. New 
York, Columbia University Press, 1928. 

EINzIG, PAUL. International Gold Movements. London, 
Macmillan, 1929. 

LEAGUE OF NATIONS. Interim Report of the Gold Delega- 
tion of the Financial Committee, September 8, 1930. 
(C.375. M.161. 1930. II.) 

. Second Interim Report. (C.75. M.31. 





1931. II.) 

. Functioning of the Gold Standard. (C.647. 
M.261. 1931. II.A.) 

———. Legislation on Gold. 1930. (C.373. M.159. 1930. 
II.) 

. Selected Documents on the Distribution of Gold 
Submitted to the Gold Delegation of the Financial Com- 
mittee. (C.102. M.38. 1931. II.A.) 

. Selected Documents Submitted to the Gold Dele- 
gation of the Financial Committee. (C.374. M.160. 1930. 
II.) 

ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS. The Inter- 
national Gold Problem. London, The Institute, 1931. 


{ 283 ] 








A record of the discussions of a study group of the 
Institute. 


UNITED STATES RECOGNITION POLICY 


CoLe, TAYLOR. The Recognition Policy of the United States 
since 1901. Baton Rouge, Louisiana State University, 
1928. 

A discussion of the acts of according recognition to 
new states and governments in the light of a well- 
defined American policy. 

Moorg, JOHN BasseTr. Candor and Common Sense. New 
York, Association of the Bar of the City of New York, 
1930. 

An address in which the author criticizes the recogni- 
tion policy of the United States. 

STIMSON, HENRY L. The United States and the Other Amer- 
ican Republics. U. S. Government Printing Office, 1931. 
(Reprinted as a special supplement to Foreign Affairs for 
April, 1931.) 

An address before the Council on Foreign Relations 
in which the Secretary of State defends the traditional 
American policy. 


UNITED STATES COOPERATION WITH THE LEAGUE 
OF, NATIONS 


CARMAN, Harry J. The Codperation of the United States 
with the League of Nations. New York, League of Na- 
tions Association, 1930. 

GENEVA RESEARCH INFORMATION COMMITTEE. American 
Codperation with the League of Nations, 1919-1931. 
(Geneva Special Studies, Vol. 2, No. 7, July, 1931.) 

HusBARD, UrsuLa P. The Coéperation of the United States 
with the League of Nations and with the International 
Labour Organization. (International Conciliation, No- 
vember, 1931.) 
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THE MANCHURIAN QUESTION 


CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE—Di- 


vision of International Law. Sino-Japanese Negotiations 
of 1915; Japanese and Chinese Documents and Chinese 
Official Statement. Washington, The Endowment, 1921. 
(Pamphlet Series No. 45.) 

. Treaties and Agreements with and concerning 
China, 1919-1929. Washington, The Endowment, 1929. 
(Pamphlet Series No. 50.) 

Supplements MacMurray (see below), but not so com- 
prehensive. 

CHINA. MINISTRY OF FoREIGN AFFAIRS—Intelligence and 
Publicity Department. Sino-Foreign Treaties, 1928. The 
Ministry, 1929. 

Texts of treaties concluded by China to replace the 
“obsolete, unequal and unilateral treaties” as a step in 
the general readjustment of China’s international 
status. 

CLypDE, PAUL HIBBERT. International Rivalries in Man- 
churia, 1689-1922. 2nd edition, revised. Columbus, Ohio, 
State University Press, 1928. 

Fels, HERBERT. The International Trade of Manchuria. 
(International Conciliation, April, 1931.) 

An analysis of the course of Manchurian foreign trade. 

Hsu, SHUHSI. China and Her Political Entity. New York, 
Oxford University Press, 1927. 

Good history of Manchuria but a little over-eager to 
prove China’s case. A careful study from old Chinese 
sources. 

INSTITUTE OF PACIFIC RELATIONS. Problems of the Pacific. 
University of Chicago Press. 

Proceedings for 1927, 1929, and 1931. 

INTERNATIONAL RELATIONS COMMITTEE. Sino-Russian 
Crisis. Nanking, The Committee, n.d. 

Events leading to the crisis, and documents exchanged 
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in the dispute over the Chinese Eastern Railway be- 
tween China and Russia. 
MacMurray, JOHN V. A. Treaties and Agreements with 


and concerning China, 1894-1919. 2 vols. New York, 
Oxford University Press, 1921. 


A collection of state papers and other documents deal- 
ing with China’s relations with the foreign powers to 
the end of the World War. 

MOULTON, HarRoLp G. Japan: An Economic and Financial 
Appraisal . . . with the collaboration of Junichi Ko. 
Washington, Brookings Institution, 1931. 

ORCHARD, JOHN E. Japan’s Economic Position: The Prog- 
ress of Industrialization. New York, Whittlesey House, 
1930. 

Valuable for an understanding of the part played by 
Manchuria in modern Japanese economy. 

PARLETT, SiR Haro_p. A Brief Account of Diplomatic 
Events in Manchuria. London, Oxford University Press, 
19209. 

Especially useful for an account of events leading up 
to the Nine-Power Treaty of 1922. 

PENROSE, E. F. Food Supply and Raw Materials in Japan. 
University of Chicago Press, 1930. Prepared for the Kyoto 
Conference of the Institute of Pacific Relations. 

Useful statistical exhibit of agricultural and mineral 
production. 

WuyTE, SIR FREDERICK. China and Foreign Powers: An 
Historical Review of Their Relations. London, Oxford 
University Press, 1927. 

A brief summary, emphasizing the features of British 
policy, with reprints of many important documents. 

WILLouGHBy, W. W. China at the Conference. Baltimore, 
Johns Hopkins University Press, 1922. 

An authoritative account of negotiations resulting in 
the Nine-Power Treaty. 


{ 286 } 


j 
‘ 
; 
L 


- 











Y 

















— ee 


. Foreign Rights and Interests in China. 2 vols. 
Revised edition. Baltimore, Johns Hopkins University 
Press, 1927. 

YOUNG, C. WALTER. The International Relations of Man- 
churia. University of Chicago Press, 1929. 
The classic résumé of the history of the last forty years. 

. Japan’s Jurisdiction and International Legal Posi- 
tion in Manchuria. 3 vols. Baltimore, Johns Hopkins 
University Press, 1931. 

An authoritative discussion of the legal questions in- 
volved in Sino-Japanese relations. 


DISARMAMENT 
General 


BakKER, P. J. NoeL. Disarmament. New York, Harcourt, 
Brace, 1926. 
The standard general work on the subject. 
LEAGUE OF NATIONS. Armaments Year-book. Annual since 
1924. 
Contains general and statistical information. 
MADARIAGA, SALVADOR DE. Disarmament. New York, 
Coward-McCann, 1929. 
Criticizes those efforts to achieve disarmament which 
are based on purely technical considerations and neg- 
lect the raison d’étre of armaments. 
WHEELER-BENNETT, J. W. Information on the Reduction 
of Armaments . . . London, Allen & Unwin, 1925. 
An account of the ground covered between 1919 and 
1925, with relevant texts and a chronological outline. 
WILLIAMS, BENJAMIN H. The United States and Disarma- 
ment. New York, Whittlesey House, 1931. 
A review of the post-war conferences and a discussion 
of the advantages of action through the League. In- 
cludes texts of pertinent documents. 
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Draft Treaty of Mutual Assistance 


LEAGUE OF NATIONS. Report of the Temporary Mixed 
Commission for the Reduction of Armaments. (A.35. 
1923. IX.) 

Part I (II): Draft Treaty of Mutual Assistance. 
. Reduction of Armaments: Report of the Third 
Committee to the Fourth Assembly. (A.111. 1923. IX.) 
First Part: Draft Treaty of Mutual Assistance. 
. Reduction of Armaments: Treaty of Mutual As- 
sistance. Replies from Governments. (A.35. 1924. IX.) 


Washington Conference 


WASHINGTON. CONFERENCE ON THE LIMITATION OF AR- 
MAMENT, November 12, 1921-February 6, 1922. Minutes 
(French and English). Washington, Government Printing 
Office, 1922. 

In addition to the minutes of the plenary sessions and 
the committees, an appendix includes treaties and reso- 
lutions approved and adopted by the Conference. 

. Sub-committee. Washington, Govern- 
ment Printing Office, 1922. 

ICHIHASHI, YAMATO. Washington Conference and After. 
Stanford University Press, 1928. 

Presents the Japanese view and includes texts of some 
of the treaties concluded at the Conference. 





Geneva Protocol 


BakER, P. J. NoeL. The Geneva Protocol for the Pacific 
Settlement of International Disputes. London, King, 1925. 
Contains texts of the Covenant, Protocol, and other 
pertinent documents. 
MILLER, Davin HUNTER. The Geneva Protocol. New York, 
Macmillan, 1925. 
The American point of view, with particular attention 
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to its legal aspects. Includes texts of relevant docu- 
ments. 


Locarno 


LOCARNO. CONFERENCE, 1925. Final Protocol of the Lo- 
carno Conference, 1925, and Treaties between France 
and Poland and France and Czechoslovakia . . . (Inter- 
national Conciliation, January, 1926.) French and Eng- 
lish texts. 


Three-Power Naval Conference, Geneva, 1927 


GENEVA. CONFERENCE FOR THE LIMITATION OF NAVAL 
ARMAMENT, 1927. Records of the Conference . . . held 
at Geneva, Switzerland, from June 20 to August 4, 1927. 
Washington, Government Printing Office, 1928. (U. S. 
7oth Congress, rst Session, Senate Document No. 55.) 


Kellogg Pact 


MILLER, Davi Hunter. The Peace Pact of Paris; a Study 

of the Briand-Kellogg Treaty. New York, Putnam, 1928. 

Text of the Pact and preliminary drafts, notes ex- 
changed, etc. 

U. S. DEPARTMENT OF STATE. General Pact for the Renun- 
ciation of War. Text of the Pact as Signed, Notes and 
Other Papers. Washington, Government Printing Office, 
1928. 

WHEELER-BENNETT, J. W. Information on the Renunci- 
ation of War, 1927-28 . . . London, Allen & Unwin, 
1928. 

Text of the Kellogg Pact, principal dates in the history 
of the Pact, notes exchanged. 


Anglo-French Naval Compromise 


ANGLO-FRENCH PROJECT FOR LIMITATION OF ARMAMENT 
. . . (International Conciliation, January, 1929.) 
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London Conference, 1930 


LONDON. NAVAL CONFERENCE, 1930. Documents of the 
London Naval Conference, 1930, consisting of the Treaty 
signed on April 22, 1930, the minutes of plenary meet- 
ings, memoranda submitted by the United States, French, 
United Kingdom, Italian and Japanese delegations on 
their position at the Conference, the reports of the First 
Committee, and the letter addressed by the President of 
the Conference to the Secretary-General of the League of 
Nations on April 21, 1930. London, H. M. Stationery 
Office, 1930. 

The treaty of April 22, 1930, was published also as 

Senate Document 141, 71st Congress, 2d Session. 





. Proceedings of the London Naval 
Conference of 1930 and supplementary documents. Wash- 
ington, U. S. Government Printing Office, 1931. (U. S. 
Department of State. Publication No. 187. Conference 
Series No. 6.) 


Text of the treaty and other pertinent documents. 


Additional League of Nations Publications 


LEAGUE OF NATIONS. Pacific Settlement of International 
Disputes, Non-Aggression and Mutual Assistance: Re- 


port of the Third Committee to the Assembly. (A.86. 
1928. IX.) 


Annex I: General Act (text). 

. Reduction of Armaments: Financial Assistance 
to States Victims of Aggression. (C.P.D. 94.) (A.57. 
1927. IX.) 
———. Report of the Third Committee to the Ninth 
Assembly, etc. (F.586. C.P.D. 133.) 1928. 

. Convention on Financial Assistance: Report of 
the Third Committee to the Assembly. 1929. (A.69. 1929. 
IX.)—1930. (A.70. 1930. IX.) 
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. Convention on Financial Assistance, Geneva, 
October 2, 1930. (C.611. M.237. 1930. IX.) 

. Conference for the Control of the International 
Trade in Arms, Munitions and Implements of War. 
(C.758. M.258. 1924. IX.) 1925. Historical Survey, Text 
of Draft Convention, etc. 

. Proceedings of the Conference for the Supervision 
of the International Trade in Arms and Ammunition and 
in Implements of War, Geneva, May 4 to June 17, 1925. 
(A.13. 1925. IX.) Text of Convention, Protocol and Final 
Act. (A.16. 1925. IX.) 

. Reduction of Armaments: Supervision of the 
Private Manufacture of Arms and Ammunition and of 
Implements of War. (A.47. 1926. IX.) 

Text of Preliminary Draft Convention. 

. Special Commission for the Preparation of a 
Draft Convention on the Private Manufacture of Arms 
and Ammunition and of Implements of War: Report 

. on the Work of Its First Session, Geneva, March 14 
to April 25, 1927 (C.219. 1927. IX); on Its Second 
Session, August, 1928 (A.43. 1928. IX): Report to the 
Council and Draft ‘Convention. (C.393. 1929. IX; A.30. 
1929. IX.) 

. Committee on Arbitration and Security: Report 

. on the Work of the Third Session, Geneva, June 27- 
July 4, 1928. (C.342. M.1oo. 1928. IX.) 

. Committee on Arbitration and Security: Report 

. . on the Work of the Fourth Session and Preliminary 
Draft of General Convention. 1930. (A.11. 1930. VII.) 

. Report of Special Committee to Draft a General 
Convention, submitted by Dr. Lange. 1931. (A.9. 1931. 
VIL) 

. Documents of the Preparatory Commission for 
the Disarmament Conference. Series XI. (C.428. M.178. 
1931. IX.) 
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Part I: Index containing a detailed analysis of the 
Documents of the Preparatory Commission (Series 
I-X, Reports of Sub-Commissions A and B, and Re- 
ports of the Committee of Experts on Budgetary Ques- 
tions, given below). 
Part II: Index of the Documents of the Committee on 
Arbitration and Security. 
. List of Questions to Be Examined by the Prepara- 
tory Commission. (C.793 [2]. M.278. 1925. IX.) 
————.. Report of Sub-Commission A (Military, Naval 
and Air). (C.739. M.278. 1926. IX.) 
. Reports 1, 2 and 3 of Sub-Commission B. 
(C.P.D. 29, 39 and 40.) 1926. 
. Documents of the Preparatory Commission for 
the Disarmament Conference, December, 1925. (C.P.D. 
I. IX.) 
Origins of the Commission. 
. Documents of the Preparatory Commission for 
the Disarmament Conference, Series I-X. 1926-31. 
Series I-VI, VIII, and X contain the minutes of the six 
sessions of the Preparatory Commission. Series V, VI, 
VII, and [X contain the minutes of the four sessions of 
the Committee on Arbitration and Security. 
. Draft Disarmament Convention, Geneva, De- 
cember 9, 1930. (C.687. M.280. 1930. IX.) 
Also published in U. $. Department of State Publication 
No. 192 (Conference Series No. 7) and International 
Conciliation, December, 1931. 
. Report of the Committee of Experts on Budgetary 
Questions. (C.182. M.69. 1931. IX.) 


NEWSPAPERS 


Unrtep States DaILy. (Washington.) 
Authoritative accounts of government activities. 
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New YorK TIMES. 
Foreign news reported by able foreign correspondents. 
NEW YorK HERALD TRIBUNE. 
Particularly thorough reports on Latin American affairs 
in addition to general foreign news. 
Times. (London.) 
Complete reports on world affairs. 
MANCHESTER GUARDIAN. (Manchester, England.) 
Liberal and influential, devoting much attention to 
foreign relations. 
Le Temps. (Paris.) 
Semi-official organ of the French government. 
BERLINER TAGEBLATT. (Berlin.) 
Independent, with liberal sympathies. 
FRANKFURTER ZEITUNG. (Frankfurt, Germany.) 
Liberal newspaper devoting much space to government 
activities. 
JouRNAL DE GENEVE. (Geneva, Switzerland.) 
Particularly useful for reports on League of Nations 
activities. 
LA PRENSA. (Buenos Aires, Argentina.) 
An independent, influential journal, with a good Latin 
American news service. 
JAPAN ADVERTISER. (Tokyo.) 
An English-language newspaper on the American 
model; useful for a study of Far Eastern affairs. 


BANK LETTERS AND BULLETINS 


CHASE ECONOMIC BULLETIN. (New York, Chase National 
Bank.) Published at irregular intervals. 

CLEVELAND TRUST COMPANY BUSINESS BULLETIN. (Cleve- 
land.) Monthly. 

ECONOMIC CONDITIONS, GOVERNMENTAL FINANCE, UNITED 
STATES SEcuRITIES. (New York, National City Bank.) 
Monthly. 
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FEDERAL RESERVE BULLETIN. (Washington.) Monthly. 
Official organ of the Federal Reserve Board, giving re- 
views of matters of general importance to the Federal 
Reserve system, general business conditions in each dis- 
trict, and financial statistics for the United States and 
foreign countries. 

GuARANTY Survey. (New York, Guaranty Trust Com- 
pany.) Monthly. 

INDEX. (New York Trust Company.) Monthly. 

INDEX. (Stockholm, Svenska Handelsbanken.) Monthly. 

MIDLAND BANK MONTHLY Review. (London.) 

MONTHLY REVIEW OF CREDIT AND BUSINESS CONDITIONS. 
(New York, Federal Reserve Bank.) 

QUARTERLY REVIEW OF INTERNATIONAL CONDITIONS. 
(New York, J. Henry Schroder Banking Corporation.) 


PERIODICALS 


BULLETIN OF INTERNATIONAL News. (London, Royal In- 
stitute of International Affairs.) Semimonthly. 
Particularly valuable for its chronological list of world 
events. 
CoMMERCE Reports. (Washington.) Weekly. 
Survey of foreign trade, issued by U. S. Bureau of 
Foreign and Domestic Commerce. 
COMMERCIAL AND FINANCIAL CHRONICLE. (New York.) 
Weekly. 
Compilation of events and utterances in the financial 
field, laying considerable stress on their international 
implications. 
CONGRESSIONAL ReEcorD. (Washington.) Daily, during ses- 
sions of Congress. 
Day-by-day record of proceedings of both Houses. 
Der DEUTSCHE VOLKswIRT. (Berlin.) Weekly. 
Journal devoted to economic and political discussion. 
Economist. (London.) Weekly. 
Economic background of international relations. 


[ 294} 








L’EuropPe NouvELLe. (Paris.) Weekly. 

In addition to current news, publishes many original 
documents and special issues dealing with important 
European political and economic problems. 

FoREIGN AFFAIRS. (New York.) Quarterly. 

Presents thoughtful and reliable opinion on events in 
the international field. 

FOREIGN Po.icy Reports. (New York, Foreign Policy As- 

sociation.) Semimonthly. 
Each issue deals with some current international 
situation. 

GENEVA SPECIAL StupiEs. (Geneva, Switzerland, Geneva 

Research Information Committee.) Monthly. 
A special phase of international affairs is discussed in 
each issue. 

INTERNATIONAL AFFAIRS. (London.) Bimonthly. 

The official journal of the Royal Institute of Inter- 
national Affairs. 

INTERNATIONAL CONCILIATION. (New York.) Monthly. 
Each issue devoted to a discussion of some phase of 
international relations, usually including texts of perti- 
nent documents. 

MONTHLY BULLETIN OF Sratistics. (League of Nations.) 
Preliminary figures submitted by individual govern- 
ments—later incorporated into Statistical Yearbook. 

MONTHLY SUMMARY OF FOREIGN COMMERCE OF THE 

UNITED STATEs. (Washington.) 
Official statistics of the export and import trade by 
articles, quantities, and values as compiled by the U. S. 
Bureau of Foreign and Domestic Commerce. 

PaciFic AFFAIRS. (Honolulu.) Monthly. 

Official organ of the Institute of Pacific Relations. 

THE ROUND TaBLe. (London.) Quarterly. 

Devoted mainly to a discussion of the problems of the 
British Empire. 
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SURVEY OF CURRENT BusINeEss. (Washington.) Monthly, 
with weekly and annual supplements. 
A statistical exhibit of current economic developments 
in the United States, issued by the Bureau of Foreign and 
Domestic Commerce. 
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APPENDICES 


. Chronology of Important Events Affecting American 


Foreign Relations, 1931. 

Secretary Stimson’s Statement of Recognition Policy. 
(a2) Text of President von Hindenburg’s Letter to 
President Hoover. 

(4) President Hoover’s Proposal for a Moratorium. 


. Text of Hoover-Laval Statement, October 25, 1931. 


Text of Stimson-Grandi Statement, November 19, 
1931. 

Documents Relating to Participation by the United 
States in the League Council’s Discussion of the Man- 
churian Question. 

President Hoover's Message on Foreign Affairs, De- 
cember 10, 1931. 

(a) Indices of Production in Important Countries. 
(4) Wholesale Price Movements in Important Coun- 
tries. 

(c) Security Price Movements in Important Coun- 
tries. 

(2) Merchandise Exports from the United States, 


1929-31. 
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APPENDIX 1 


CHRONOLOGY OF IMPORTANT EVENTS AFFECTING 
AMERICAN FOREIGN RELATIONS, 19311! 


JANUARY 


Chile: 

25. President Ibafiez asks for dictatorial authority in 
finance for four months. 

30. Deputies pass bill granting Ibafiez extraordinary 
powers in government finance for next four months. 


France: 

19. Cabinet council names commission to study wheat 
prices. 

22. The Steeg cabinet is defeated by wheat scandal. 

26. Premier Laval forms Right-Center cabinet similar to 
Tardieu’s. 


Italy: 
20. Ratifies arbitration treaty with the United States. 
29. United States government sends formal apology to 
Mussolini and Ambassador de Martino for General Butler’s 
statement about Mussolini. 


Japan: 


23. Diet in uproar over American exclusion policy. 





*In addition to the use of source materials in the compilation of this 
chronology, liberal use has been made of chronologies appearing in several 
publications, and especially of the excellent one in the Bulletin of Inter- 
national News, published by the Royal Institute of International Affairs. 
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League of Nations: 

12. Experts of twenty-six countries meet in Geneva to 
study agricultural problems. 

16. Commission of Enquiry for European Union holds its 
second session; twenty-seven states are represented. 

21. Twenty-seven nations through premiers and foreign 
ministers pledge peace for Europe. 

23. League Secretariat announces that new world parley 
on armaments limitation will meet on February 2, 1932. 


Mexico: 

16. In reply to Senator Ashurst’s proposal to purchase 
Lower California has counter-proposal to buy land along 
Colorado River. 

30. Gold payment on defaulted bonds postponed for two 
years under Lamont-Montes de Oca agreement, owing to the 
fall in silver. 


Nicaragua: 
1. Eight United States marines killed by bandits. 


FEBRUARY 
Argentina: 
26. Decrees tariff increase in wide range of goods. 
Canada: 


27. Government puts ban on Russian imports; convinced 
of use of forced labor in Russia. 


Cuba: 

5. President Machado is authorized to suspend consti- 
tutional rights. 

7. President Machado suspends constitutional rights 
indefinitely. 


France: 
7. French naval estimates for 1931-32 to be increased 
over previous year. 
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23. International conference on surplus grain meets in 
Paris. 


Germany: 

10. National Socialists (Hitlerites) and German Na- 
tionalists walk out of Reichstag after adoption of rules to 
curtail obstructionism. 

12. Reichstag adopts motion for revision of Young Plan. 


Great Britain: 
24. The United States ratifies treaty on halibut fisheries. 
28. Foreign Secretary Henderson announces agreement 
with Italy on naval matters. 


Russia: 
9. Government announces intention to participate in con- 
ference on European union. 


27. Canadian government bars forced labor products from 
Russia. 


MARCH 
Canada: 


3. Files claim with United States for sinking of the I’m 
Alone on March 22, 1929. 


17. Canadian government protests against United States 
Coast Guard firing on Josephine K. 


China: 


31. Ends extraterritoriality negotiations with Great 
Britain. 


Cuba: 


30. Secretary Stimson denies reports of possible United 
States intervention in Cuban revolt. 


31. Constitutional rights are restored in Havana province 
and near-by sections. 


Germany: 
1. Chancellor Bruening declares suspension of repara- 
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tions under terms of the Young Plan might hinder real solu- 
tion of Germany’s financial problem. 

21. Official announcement is made of customs union with 
Austria. 


25. Government passes economy budget. 
26. Government accepts review of customs union with 
Austria by League of Nations. 


Great Britain: 

1. Foreign Secretary Henderson announces near-agree- 
ment on naval armaments with France and Italy. 

9. House of Commons approves acceptance of act for 
pacific settlement of international disputes. 


Italy: 

1. Foreign Minister Briand and Foreign Secretary Hen- 
derson announce Franco-Italian accord. 

3. Fascist Grand Council declares naval agreement satis- 


factory. 
Japan: 


10. Protests against submarine tonnage allotted to France 
under Franco-Italian agreement. 


Russia: 
21. Secretary Stimson prohibits endorsement of Soviet 
passports. 


APRIL 
Argentina: 
5. Radicals are victorious in national elections. 
China: 


8. Prohibits government employees from buying foreign 
articles. 


Cuba: 
17. Military control is ended. 


{ 302 } 











\- 


l- 


S- 


et 





ellie ce ct 


pa 


France: 


17. M. Briand has new plan for European economic co- 
operation as offset to Austro-German customs union. 

23. Submits new proposals for settlement of naval differ- 
ences with Italy. 


Germany: 


15. Government agrees to bring plan for customs union 
before the League Council on May 15. 


Great Britain: 

15. Agrees to postpone payment of Australian war debt 
for two years. 

21. Announces unfavorable answers from European 
nations on proposal to reduce tariff duties 25 per cent. 

25. Foreign Office suggests new compromise naval agree- 
ment between France and Italy. 

29. Part of British Treasury balance in United States, de- 
signed to meet war-debt payments, to be withdrawn to meet 


budget deficit. 


Italy: 

15. Cabinet adopts bill accepting a general act for the 
pacific settlement of international disputes, signed at Geneva, 
September 26, 1928. 

27. Renews and expands commercial treaty with Russia. 


Nicaragua: 

14. Four Americans reported killed by bandits. 

15. President Hoover announces modification of Nica- 
raguan policy, limiting occasions for intervention. 

16. Department of State warns Americans in Nicaragua 
that it cannot undertake general protection of Americans 
throughout that country. More Americans reported killed; 
cruiser and gunboat ordered to Nicaragua. 

18. Department of State explains its attitude with regard 
to protection of Americans. 
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21. President Hoover denounces Sandino and issues re- 
assuring statement with regard to Nicaraguan policy. 


League of Nations: 

1. With refusal of Germany to deposit ratification of 
tariff truce at Geneva, although the convention had been 
ratified by Reichstag, the plan for a tariff truce collapses. 

13. Receives British note asking that Austro-German cus- 
toms union be submitted to Council. 


Russia: 
1. Charged with dumping asbestos in the United States. 
27. United States Treasury Department permits entry of 
Russian lumber cargo in test case. 


MAY 
Argentina: 
30. E. Uriburu, Minister of Finance, cables message to the 
United States; promises payment of American debt and 
publishes financial figures of government for 1931. 


Austria: 

11. Government announces that it will come to the aid of 
the Kredit Anstalt, with the collaboration of the National 
Bank and of Baron Rothschild. 

13. National Assembly adopts government bill for assist- 
ing the Kredit Anstalt. 

15. Federal Council gives its assent to the relief bill, which 
accordingly becomes law. 

18. The Bank for International Settlements decides that 
the Austrian National Bank should be enabled to rediscount 
commercial bills to the extent of roo million schillings, if the 
need should arise owing to the difficulties of the Kredit 
Anstalt. 

27. Department of State announces the exchange of rati- 
fications of a commercial treaty with Austria providing for 
most-favored nation treatment. 
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Canada: 


26. Demand for damages for I’m Alone case met by 
United States claim that ship was American. 


Chile: 
5. President Ibafiez pledges payment of foreign debt. 


China: 

4. Government issues new regulation placing foreign 
residents under Chinese courts after January 1. 

5. People’s Convention opens. 

8. Provisional constitution presented to the People’s 
Convention by Chiang Kai-shek. 

10. People’s Convention adopts resolution for abolition 
of “unequal treaties.” 

12. Provisional constitution of the Republic adopted by 
People’s Convention. 

15. Convention resolves that new provisional constitution 
shall become effective June 1. 

18. Military government formed at Canton. 


France: 

13. M. Doumer elected president. 

17. Bankers reported willing to support Austrian loan if 
customs union is abandoned. 

28. Chamber votes confidence in Laval and Briand. 


Germany: 
19. Cruiser Deutschland launched at Kiel. 


Great Britain: 

12. Prince of Wales urges British to follow American 
advertising methods. 

18. International wheat conference opens in London. 


Italy: 
2. Rejects proposed change in naval agreements reached 
in March regarding naval replacements during 1935-36. 
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11. Reaches agreement with Austria and Hungary for 
facilitating commercial exchanges. 


League of Nations: 


18. Council decides to submit customs-union question to 
World Court. 


19. Arthur Henderson named president of World Dis- 
armament Conference by League Council. 

20. Council selects Geneva as meeting place of World 
Disarmament Conference. 


Mexico: 


8. Starts negotiations for loan from foreign oil com- 
panies. 


Nicaragua: 

9. Secretary Stimson in radio statement outlines United 
States policy on Nicaragua with regard to ‘‘accustomed”’ pro- 
tection of American citizens in foreign countries. 


JUNE 
Argentina: 
6. Martial-law edicts repealed. 
19. Provisional President Uriburu submits plan of consti- 
tutional reforms. 


Austria: 

16. Dr. Ender’s cabinet resigns in consequence of the 
Kredit Anstalt crisis. 

17. Bank of England pays to Bank for International Settle- 
ments, to the credit of Austrian government, the sum of 
£4,286,000, constituting an interim advance to the National 
Bank pending the completion of negotiations for an inter- 
national loan to the government to provide it with funds for 


the purpose of guaranteeing the liabilities of the Kredit 
Anstalt. 


21. Dr. Buresch forms new cabinet in which Dr. Schober 
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is Minister for Foreign Affairs and Vice-Chancellor and Dr. 
Redlich Minister of Finance. 


China: 
11. Dr. Wu, Minister to the United States, resigns be- 
cause of disagreement with the Nanking Government. 


France: 

11. Naval program for 1931-32 is issued, calling for large 
battleships. 

24. Reply to President Hoover's moratorium proposal is 
finally approved and dispatched to Washington. Govern- 
ment makes it clear that it cannot consent to the postpone- 
ment of the unconditional annuities under the Young Plan 
in the simple form proposed by Mr. Hoover. 

25. Secretary Mellon arrives in Paris. 


Germany: 
5. New emergency decree to balance the budget is signed 
by President von Hindenburg. 
6. Bruening and Curtius visit Chequers. 
13. Reichsbank raises discount rate from 5 to 7 per cent. 
20. President Hoover’s plan for reparations moratorium 
is published. 
25. Short-term credit of 100 million dollars granted by 
central banks to Germany. 


Great Britain: 
17. Secretary Mellon confers with MacDonald, Hender- 
son, and Montagu Norman. 


Italy: 

25. Government declares Hoover moratorium in full force 
as regards Italy. 

29. Bruening and Curtius invited to Rome. 
Japan: 

11. Government declines to call a silver conference, doubt- 
ing its usefulness. 
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16. Government submits land-armament data to League 
of Nations. 


League of Nations: 


15. Secretary Stimson submits data of American arma- 
ment. 


Mexico: 
6. International committee of bankers changes debt 
agreement, deferring payment for two years. 


Nicaragua: 
16. Two marines reported killed near Embocoderos. 


Russia: 
29. United States Treasury Department says that in laying 
embargoes each cargo will be considered separately. 


JULY 
Argentina: 
12. Provisional government refuses to withdraw further 
gold from conversion office. 


Austria: 
2. July 20 is set as date for the hearing of the Austro- 


German customs-union case before the Permanent Court of 
International Justice. 


22. Austrian bank rate raised from 714 to 10 per cent. 


Canada: 


23. Tax of 15 cents per copy on United States magazines 
is postponed. 


Chile: 

9. Beginning of series of rapid cabinet changes, attended 
by strikes and riots. 

15. Partial moratorium declared. 

16. Moratorium on foreign debts declared until August 1. 
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23. Cancels German trade pact on nitrates in retaliation 
for tariff advances by Germany. 

26. President Ibafiez resigns; turns over duties of presi- 
dent to Pedro Opazo. 

27. Opazo resigns after hostile demonstration; new 
Premier Juan Esteban Montero, becomes Acting President. 
29. New régime is recognized by Washington. 


China: 
6. Hongkong adopts gold standard. 
13. Shanghai Chamber of Commerce votes to boycott 
Japanese goods. 
30. Martial law declared in Shanghai, Nanking, Hankow, 
and other cities as result of civil war. 


Cuba: 
1. President Machado accepts coalition régime. 


France: 

6. Franco-American accord signed providing year’s sus- 
pension of payments of war debts and reparations from 
July r. 

Germany: 

6. Agreement reached in Paris on details of moratorium. 

10. Dr. Luther seeks a loan in Paris. 

11. French insist on political conditions for a loan. 

13. Central bank chiefs meet at Basle. 

13. The Darmstaedter und National Bank suspends pay- 
ments. 

14. All banks closed for a “holiday” by government de- 
cree. 

15. Reichsbank rate is raised from 7 to 10 per cent. 

18. Chancellor Bruening and Dr. Curtius go to Paris for 
“conversations.” 

20. Preliminary meeting of London conference. 

23. London conference adopts plan for aiding Germany. 

23. Bank holiday is extended to July 28. 
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24. Bremen Officials Bank temporarily closes its doors. 
24. Bank for International Settlements to form commis- 
"sion to examine German credit situation. 

25. Secretary Stimson arrives in Berlin. 

25. Messrs. MacDonald and Henderson arrive in Berlin 
for conference. 

31. Reichsbank advances rate from 10 to 15 per cent. 


Great Britain: 

15. British government invites ministers of chief European 
powers to a conference in London on the 2oth. 

22. Bank of England reports loss of 75 million dollars 
in gold during the week. This marks the beginning of the 
flight from the pound. 

23. Bank of England raises discount rate from 214 to 
314 per cent. 

27. Loss of gold by Bank of England since July 13 
amounts to 150 million dollars. 

30. Bank of England raises discount rate from 314 to 
4Y4 per cent. 


Italy: 
8. Proposes year’s arms truce. 


League of Nations: 

17. United States delegates sign convention already ap- 
proved by thirty-three other nations with regard to drug 
traffic. 


21. France submits arms data. 


Mexico: 
25. New monetary system installed, making silver legal 
tender instead of gold. 


Russia: 

8. United States Circuit Court of Appeals rules that old 
Russian debts, contracted prior to stabilization of ruble by 
Soviet government, cannot be collected at gold value. 
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9. United States Farm Board refuses to sell cotton to 
Amtorg Trading Corporation. 


AUGUST 
Argentina: 
8. Twenty banks subscribe to new loan to aid payment 
of loan to New York. 


Brazil: 
1. Fails to pay interest due on bonds. 
21. Agreement reached between United States and Brazil- 
ian governments for exchange of coffee for wheat. 


29. Announces suspension of amortization payments on 
federal loans. 


Canada: 
1. Ratifies general arbitration treaty with reservations. 


19. Explains regulations governing duties on magazines 
and other publications. 


Chile: 
4. Central bank cuts rediscount rate. 
12. Cabinet announces deficit of 162 million pesos for cur- 
rent year and suspension of interest on foreign debts. 
18. Sefior Montero, acting president, resigns. Sefior Trucco 
is appointed acting president. 
19. Declares moratorium on all foreign debts for 1931. 


China: 

21. United States Farm Board will not limit amount of 
wheat to be sold to China on liberal terms for flood relief. 

22. United States Asiatic fleet ordered to aid flood suf- 
ferers. 

24. Government demands apology of Japanese govern- 
ment for riots in Korea. 


25. Germany protests against boycott of German merchan- 
dise. 
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Cuba: 


3. General strike is called in Havana. 

9. Martial law is declared in Havana and Pinar del Rio. 
11. Martial law is extended to whole country. 
24. State of war is declared in Oriente Province. 


France: 
13. Premier Laval and M. Briand accept invitation to 
visit Berlin. 


Germany: 
1. Withdrawal of foreign short-term credits prohibited 
without government’s permission. 
3. Bank for International Settlements renews loan to 
Reichsbank. 
4. ‘Foreign exchange decree’ goes into effect. 
6. New York Federal Reserve Bank renews its credit to 
Reichsbank. 
7. United States Farm Board rejects German cotton offer. 
7. Government eases restriction on foreign exchange. 
8. Bruening and Curtius visit Rome. 
8. Wiggin Committee meets at Basle. 
11. Reichsbank reduces discount rate to 10 per cent. 
11. Hoover plan on war debts and reparations is signed. 
17. Wiggin Committee adopts report with regard to short- 
term credits. 
25. Protests against Canton Government’s boycott of 
German goods. 


Great Britain: 
1. Bank of England obtains a joint credit of 250 million 

dollars from Bank of France and Federal Reserve banks. 

11. Protocol signed giving effect to recommendations of 
experts on Hoover proposal. 

23. Credit granted by New York and Paris reported to be 
exhausted. 

24. Labor cabinet resigns. 
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25. New National Government is formed to deal with 
financial crisis. 


28. Banks in France and in the United States lend 400 
million dollars to new Government. 


Italy: 

2. Mussolini reaffirms intention to collaborate with other 
nations for peace. 

7. German Chancellor and Foreign Minister visit Rome. 


Japan: 
24. Chinese government demands apology for Korean 
riots. 


Russia: 

16. Government fails to stem currency inflation; gold 
coverage of rubles at about 1214 per cent. 

30. Will favor nations offering preferential tariff. 


SEPTEMBER 
Argentina: 


25. Decides to base currency on dollar rather than on 
pound. 


Austria: 


17. League of Nations Finance Committee recommends 
loan to Austria. 


Brazil: 
1. Government puts 18-month embargo on United States 
flour following coffee-wheat deal. 
19. Payments on all foreign debts suspended. 


29. All exchange operations placed under control of 
Bank of Brazil. 


Canada: 
1. List of United States magazines, classified according 
to amount of duty to be paid, is issued. 
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Chile: 


2. Mutiny in navy; cabinet resigns; Congress called to 
declare martial law. 
3. New ministry is formed. 
3. Congress declares state of siege for twenty days. 
29. Trade treaty with the United States is signed. 


China: 

5. Requests the United States to intervene in dispute 
with Mexico regarding deportation of Chinese. 

8. Canton launches anti-American movement in Kwangsi 
province. 

18. Japanese occupy Mukden in Sino-Japanese conflict in 
Manchuria. 

21. China appeals to League under Article XI of the 
Covenant. 

22. Is asked by League Council to refrain from any act 
that might aggravate the situation. 

24. Stimson expresses hope of the United States that China 
and Japan will avoid conflict and “satisfy requirements of in- 
ternational law.” 

24. Japanese bomb passenger train on Peiping-Mukden 
Railway (Chinese-owned). 

25-30. Chinese and Japanese debate before League Coun- 
cil. Japan denies territorial aspirations; seeks to negotiate 
with China directly. China demands withdrawal of troops 
before negotiations; asks League Council to appoint neutral 
commission of inquiry. 

28. Replies to Stimson note assuring the United States 
of peaceful intentions. 

30. Resolution of League Council accepted by Chinese 
delegate, but with reservations. 


Cuba: 

17. House of Representatives approves constitutional re- 
forms urged by President Machado. (Senate later fails to 
concur. ) 
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France: 

12. Invitation to Premier and Foreign Minister to visit 
Berlin accepted. 

18. Newspapers give a hint that an invitation from Presi- 
dent Hoover to Premier Laval for the Premier to visit Wash- 
ington would be acceptable. 

19. Washington officials indicate that Laval’s visit would 
be welcome. 

24. Department of State lets it be known that an informal 
invitation to Premier Laval has been delivered by Ambas- 
sador Edge. 

25. French cabinet unanimously approves Laval’s contem- 
plated visit. Ambassador Edge on same day delivers formal 
invitation from President Hoover. 

27. Premier Laval and Foreign Minister Briand confer 
with Chancellor Bruening in Berlin and propose Franco- 
German Economic Commission. 

28. Department of State receives formal acceptance by 
Premier Laval of invitation to visit the United States. 


Germany: 

3. Germany and Austria renounce customs-union plan at 
meeting of European union commission. 

5. Permanent Court of International Justice rules by eight 
votes to seven that the proposed Austro-German customs 
union is not compatible with the Geneva protocol of Octo- 
ber 4, 1922. 

9. German Gold Discount Bank (Reichsbank) signs 
Basle “‘standstill” agreement on foreign short-term credits. 

17. Bank for International Settlements announces that 
the “standstill” agreement between German banks and those 
of eleven creditor countries has been accepted by all parties, 
and that the postponement of short-term debts is an accom- 
plished fact. 

27. Bruening welcomes Premier Laval and Foreign Min- 
ister Briand to Berlin. 
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28. Premier Laval and Foreign Minister Briand confer 
with Chancellor Bruening in Berlin and propose Franco- 
German economic committee. 

28. Bruening announces that Germany will maintain gold 
standard. 


Great Britain: 

8. Premier MacDonald calls attention to need of addi- 
tional taxation and economies to prevent the depreciation of 
the pound. 

14. MacDonald forms a committee of the cabinet to con- 
sider how trade balances may be restored. Adverse balance 
for eight months of 1931 was 246 million pounds. 

15. Admiralty announces trouble in navy as result of con- 
templated pay cuts. 

15. The Netherlands withdraw 215,000 pounds in gold 
from Bank of England. 

16. Atlantic fleet dispersed to home ports with promise 
of inquiry into pay cuts. 

16. The Netherlands withdraw 343,000 pounds more in 
gold from Bank of England. 

17. The Netherlands withdraw 507,000 pounds in gold 
from Bank of England. 

17. Conservative newspapers call for an early general 
election. 

18. The Netherlands withdraw 1,781,000 pounds in gold 
from Bank of England. 

18. Treasury consults France and the United States re- 
garding new credits. Replies indicate no prospect of assist- 
ance on scale then necessary. Government and Bank of 
England authorities decide to suspend gold standard if next 
day’s developments are unfavorable. 

19. The Netherlands withdraw 907,000 pounds in gold 
from Bank of England. 

19. Day's drain on Treasury credits amounts to 10 mil- 
lion pounds. Heavy liquidation on London Stock Exchange. 
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Bank of England informs government that New York and 
Paris credits are practically exhausted, and that gold is still 
being drained from the Bank. 

20. British cabinet decides to suspend gold standard. 
London market has lost 200 million pounds in gold and for- 
eign currency since the middle of July. 

21. Bill to suspend gold standard passed by both Houses 
and approved by Crown. 

21. Bank of England raises rate from 414 to 6 per cent. 

21. London Stock Exchange and several other European 
Bourses closed. 

23. London Stock Exchange reopens. 


Italy: 

25. Fifteen per cent ad valorem duty levied on all im- 
ported goods not affected by favored-nation treaties; trade 
of the United States and Great Britain affected, as neither 
country has trade treaty. 


Japan: 

on Japanese occupy Mukden in Sino-Japanese conflict. 

22. Government requested by League Council to refrain 
from any act that might aggravate the situation. 

24. Secretary Stimson cables China and Japan, expressing 
hope of the United States that they will avoid conflict and 
“satisfy requirements of international law.” 

25. Japan notifies League Council greater part of troops 
withdrawn to railway zone. 

25-30. Chinese and Japanese debate before League Coun- 
cil. Japan denies territorial aspirations; seeks to negotiate 
with China directly. China demands withdrawal of troops 
before negotiations; asks League Council to appoint neutral 
commission of inquiry. 

28. Replies to Stimson note, assuring the United States 
of peaceful intentions. 
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League of Nations: 

17. Finance Committee recommends loan to Austria. 

19. League Assembly invites the United States, Russia, 
and seven other non-members to participate in conference 
on arms truce. 

19. Council intervenes in Sino-Japanese conflict. 

21. China appeals to League under Article XI of the 
Covenant. 

21. The United States agrees to participate in Disarma- 
ment Conference. 

22. League Council requests China and Japan to refrain 
from any act that might aggravate the situation. 

25. Japan notifies League Council greater part of troops 
withdrawn to railway zone. 

25-30. Chinese and Japanese debate before League Coun- 
cil. Japan denies territorial aspirations; seeks to negotiate 
with China directly. China demands withdrawal of troops 
before negotiations; asks League Council to appoint neutral 
commission of inquiry. 

29. Assembly approves arms truce. 

30. Council unanimously adopts resolution requesting 
China and Japan to hasten restoration of normal conditions. 
Resolution of League Council accepted by Chinese delegate, 
but with reservations. 


Mexico: 
8. League of Nations Assembly invites Mexico to join 
the League. 


OCTOBER 
Austria: 
3. Bill approved to balance budget preliminary to a loan 
of 200 million schillings under League auspices. 


Brazil: 
8. Sixty-day moratorium on foreign bills decreed. 
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17. Suspends cash interest payments on external 500-mil- 
lion-dollar debt. 


Canada: 

7. To offset the fall in the value of sterling, the govern- 
ment adds a special tariff duty depriving the importer of any 
advantage he might enjoy by purchasing from countries with 
depreciated currencies. 

11. Anti-dumping provisions of customs act applied to 
importations of countries with depreciated currencies. 

19. Government adopts an Order in Council prohibiting, 
until March 1, 1932, the export of gold except by license. 


Chile: 
3. Sefior Montero elected President by a large majority. 


China: 

1. Foreign Minister C. T. Wang resigns; Dr. Alfred Sze 
appointed Foreign Minister; declines post. Peace conference 
opens in Canton between representatives of the Nanking 
and Canton governments. 

4. Government sends identic notes to members of the 
League Council and also to the United States requesting that 
neutral representatives investigate the situation in Man- 
churia. 

7. L. E. Salisbury and G. C. Hanson sent to South Man- 
churia as American observers. 

13. Government's reply to Japanese note of the 8th states 
that “if Japan continues to use war as an instrument of na- 
tional policy, she must be held responsible for the conse- 
quences.” 

20. The United States, Great Britain, France, Germany, 
Italy, and Spain send notes to China and Japan reminding 
them of their obligations under the Kellogg Pact. Mukden 
government is formally handed over to Chinese by Japanese 
military leaders. 

21. Government sends identic notes to the governments 
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invoking the Kellogg Pact, stating that China has “judi- 
ciously refrained from employing force to meet Japan's 
military aggressions and has been seeking from the very be- 
ginning a just and adequate settlement by pacific means.” 

24. League resolution regarding Manchurian dispute 
adopted with only Japan dissenting. 

26. China refuses to negotiate under pressure of military 
occupation. 


France: 

7. Lord Reading, British Foreign Secretary, confers with 
Messrs. Laval and Briand in Paris on questions affecting 
France and Great Britain. 

7. President Hoover announces his plan for easing the 
credit strain, and states that he plans to discuss with Premier 
Laval such measures with respect to the war debts as are 
imperative during the depression. 

10. Premier Laval denies newspaper reports that he is 
bringing to the United States a plan for slashing war debts 
and for reduction of armament. 

22. Laval reaches the United States. 

25. Laval and Hoover issue joint statement on questions 
of mutual concern to their governments. 


Germany: 

3. Bank for International Settlements names committee 
to settle disputes which may arise under “‘standstill” agree- 
ment. 

6. Foreign Minister Curtius resigns. 

7. Cabinet resigns; Bruening to name new non-partisan 
ministry. 

9. New cabinet selections approved by President von 
Hindenburg. 

12. Bank for International Settlements fixes gold value 
for payment of service on Young Plan bonds. 
19. Chancellor Bruening invites Mussolini and Grandi 
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to visit Berlin. Mussolini commissions Grandi to represent 
him. 

25. Grandi arrives in Berlin. 

26. Agreement between Germany and Italy on major 
world problems officially announced. 


Great Britain: 
7. British Parliament dissolved and a national election 
announced for October 27. 

27. General election held; Labor party suffers heavy re- 
verses; MacDonald reélected from Seaham. 

30. Bank of France and Federal Reserve Bank of New 
York agree to extend for a further period of three months 
the equivalent of 15 million pounds, out of the credit of 25 
million pounds granted by each on August 1. 


Italy: 

11. Foreign Minister Grandi accepts invitation to visit 
the United States. 

25. Foreign Minister Grandi visits Germany. 


Japan: 

2 Denies in note to Chinese National Government that 
it has aided movements for autonomy in Manchuria. 

8. Government protests to China against the boycott and 
anti-Japanese agitation. 

10. Criticizes United States attitude; wishes direct nego- 
tiations with China, not League intervention. 

18. Opposes United States representation on Council and 
demands date be fixed for legal decision on question. Denies 
violation of Kellogg Pact. 

19. Withdraws objection to admission of the United 
States to Council, but still questions legality of action. 

20. Is reminded by various powers of obligations under 
the Kellogg Pact. (See China.) 

20. Government sends note to League containing five 
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fundamental principles which it proposes as basis of agree- 
ment with China. 

21. Government reported willing to substitute for the 
fifth of its “fundamental principles” a general declaration 
pledging China to respect all existing treaties concerning 
Manchuria. 

24. Rejection of Japanese counter-proposal by League 
Council, which adopts new resolution calling for evacuation 
of Manchuria by November 16. (See League of Nations.) 

25. Refuses to accept League proposal; will seek direct 
negotiation with Nanking government and independent 
groups in Manchuria. 

26. Baron Shidehara makes public the five basic princi- 
ples for a settlement. China refuses to negotiate under pres- 
sure of military occupation. 

26. Government issues an official statement declaring 
League action void because it was not unanimous. 

28. Japan calls on Russia to terminate reported concen- 
tration of troops near Manchurian border. 

29. Briand in note to Japan says resolution of October 24 
covers four of the five Japanese basic principles. Soviet 
Foreign Office denies mustering of troops at border and 
says that Japan’s military occupation is inconsistent with 


peaceful policy. 


League of Nations: 

9. President Briand of League Council reminds China 
and Japan of their undertakings. Secretary Stimson notifies 
League that the United States, acting independently, will 
endeavor to reinforce League efforts for peace. 

15. Council in private session votes thirteen to one to 
invite the United States to participate in discussions. 

16. Council invites the United States to be represented at 
sessions. Prentiss B. Gilbert, consul at Geneva, instructed to 
participate without voting. The United States accepts in- 
vitation. 
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24. League Council, with Japanese dissenting, calls on 
Japan to withdraw troops to railway zone by November 16. 

25. Japan refuses to accept League proposal; will seek 
direct negotiations with Nanking government and independ- 
ent groups in Manchuria. 

29. The United States accepts proposal for year’s arms 
truce. 


Mexico: 
15. Cabinet resigns; four new appointments made by 
President Rubio. 


Russia: See Japan. 


NOVEMBER 


Argentina: 
24. Government accepts in principle proposal to work to- 
gether with Brazil and Chile at Disarmament Conference. 


Austria: 
9. Additional loan to Austria for reconstruction post- 
poned until December by Bank for International Settlements. 


Chile: 
15. Cabinet resigns on assumption of presidency by Dr. 
Juan Esteban Montero; new ministry is formed. 


China: 

2. The United States sends observer to Northern Man- 
churia after receipt of reports that Soviet authorities have 
been supporting Chinese military leaders in Tsitsihar district. 

4-6. Three-day battle between Japanese and Chinese at 
Nonni River bridge-head. 

6. M. Briand cables China and Japan, insisting that they 
cease military operations. 

to. Dr. A. Sze reports to League Assembly on arms truce 
for China; says China will arm if conference on Sino-Jap- 
anese controversy fails. 
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18. Tsitsihar occupied by Japanese troops, in spite of 
Japan’s previous assurances. 

24. League Council plan for commission of inquiry sent 
to China and Japan. 

27. Ultimatum handed to Chinese authorities by Japa- 
nese, demanding that movements of troops cease; also that 
anti-Japanese movements be entirely discontinued, and that 
Chinese observe Boxer protocol. 

30. Nanking government drops its insistence that date be 
set for evacuation of Manchuria by Japanese forces. 


France: 

1. M. Laval, returning home from America, states that 
France would ‘remain mistress of her own security until the 
nations of the world shall have found effective means of 
realizing the organization of peace on a firm and permanent 
basis.” 

3. M. Laval and M. Briand discuss reparations and pri- 
vate debts with German ambassador. 

13. Franco-German Economic Committee holds its first 
meeting in Paris. 

14. Government imposes a surtax of from 7 to 15 per cent 
on all goods imported from countries with a depreciated 
currency. 


Germany: 

2. League proposal for armaments truce of one year is 
accepted by German government “on assumption that other 
governments are also accepting without any considerable 
reservations.” 

19. Government asks Bank for International Settlements 
to convoke a consultative committee as provided for in the 
Young Plan. 

21. German Debtor’s Committee invites representatives of 
eleven creditor countries to come to Berlin to discuss arrange- 
ments for dealing with country’s private debts at termination 
of period of “‘standstill’’ agreement. 
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25. Bank for International Settlements announces names 
of members on committee appointed by it to consider Ger- 
many’s Capacity to pay reparations under Young Plan. 


Great Britain: 
3. Government announces note of acceptance of arma- 
ments truce, reserving right to abrogate agreement. 
5. Prime Minister MacDonald forms new cabinet. 
30. Foreign Secretary Simon informs House of Commons 
that his Government considers armaments truce effective for 
one year as of November 1. 


Italy: 

16. Signor Grandi arrives in New York. 

20. Signor Grandi leaves Washington after several meet- 
ings with President Hoover. Joint statement issued by Signor 
Grandi and Secretary Stimson, stating that “no particular 
arrangements” had been made, but that the discussions had 
embraced subjects of such importance as the present finan- 
cial crisis, intergovernmental debts, problems surrounding 
the limitation and reduction of armaments, stabilization of 
international exchanges, and other vital economic questions. 
(See Appendix V.) 


Japan: 

2. Government announces that partial withdrawal of 
troops from Kirin began on October 31. 

3. Japanese forces reach Nonni river bridge to supervise 
repairs and protect communications against bandits. 

4. M. Briand sends note to Mr. Yoshizawa, reiterating 
demand for withdrawal of troops by November 16. 

4-6. Three-day battle between Japanese and Chinese at 
Nonni river bridge-head. 

5. The United States in a formal note gives the Japanese 
government a declaration of its policy. 

5. Foreign Minister Shidehara receives United States 
Ambassador Forbes, who states that the American govern- 
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ment associates itself with the League resolution regarding 
Manchuria. 

5. War Office issues statement that Japanese were at- 
tacked in contravention of promise given by Chinese com- 
mander while repairing the Nonni river bridges. 

6. M. Briand cables China and Japan, insisting that they 
cease military operations. 

7. Japan notifies League Council she will not withdraw 
her troops until China accepts basis for settlement. 

8. Government states that its troops have ceased to ad- 
vance, but will remain at Nonni river for a fortnight. 

10. Opposition members of Parliament pass a resolution 
in favor of Japan’s resigning from League of Nations rather 
than evacuate before her rights are secured. 

12. In note to League, Japanese government states that 
during past two months 577 attacks have been made by ban- 
dits in Manchuria on Japanese citizens, resulting in three 
Japanese and 165 Koreans being killed. 

16. Foreign Minister Shidehara answers Chinese note of 
November 4 by stating that October resolution is invalid. 
Also accuses China of failure to observe the League resolu- 
tion of September 30. 

18. Foreign Office announces that Japanese delegation 
will submit new compromise proposals to League Council 
stipulating that proceedings be adjourned and a decision de- 
layed until the League has investigated the question by send- 
ing a strong commission to Manchuria and to China. 

19. Foreign Office announces that troops in Northern 
Manchuria will evacuate Tsitsihar at an early date. In reply 
to the Soviet protest of November 14, the government asserts 
that no damage has been done to the Chinese Eastern rail- 
way during the fighting, and also reminds the Soviet Gov- 
ernment that Japan observed a policy of non-interference 
during the Soviet dispute with China in 1929. 

25. Mr. Yoshizawa accepts League’s draft resolution with 
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the reservation that it be understood not to preclude “such 
military measures as may be required for the protection of 
Japanese lives and property from bandits and other lawless 
elements.” 

28. General Honjo orders troops advancing on Chinchow 
to return to Mukden. 

28. Resentment aroused in Tokyo by Secretary. Stimson’s 
alleged denunciation of Japanese action with regard to move- 
ments of troops toward Chinchow. In statement to press Mr. 
Stimson repeats, for publication, actual text of remarks he 
made the previous day, and official misunderstanding is 
removed. 


League of Nations: 

2. Special committee appointed by Commission of En- 
quiry for European Union to study proposal of Soviet dele- 
gation for a pact of economic non-aggression holds its first 
meeting. 

4. Subcommittee of Commission of Enquiry for Euro- 
pean Union endorses the general idea of the Soviet proposal 
for a pact of economic non-aggression. 

5. M. Briand summons League Council to meet at Paris 
on November 16. 

6. M. Briand cables China and Japan, insisting that they 
cease military operations. 

7. Japan notifies League Council she will not withdraw 
troops until China accepts basis for settlement. 

8. Japan replies to Briand, defending invasion of North 
Manchuria. Says troops have ceased to advance, but will re- 
main at Nonni river for a fortnight. 

9. Two communications from Chinese government pub- 
lished, asserting that events of past few weeks showed it was 
Japan’s intention to occupy Tsitsihar by force, and request- 
ing other governments to send representatives to report on 
actual conditions. 
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10. Chinese government notifies League that China's as- 
sent to armaments truce depends upon the outcome of the 
Manchurian dispute. 

11. General Dawes instructed to attend Council meeting 
in Paris on November 16 as United States observer. 

13. Replies of Chinese and Japanese governments to M. 
Briand’s note are published. China announces that “Chinese 
government will strictly refrain, as heretofore, from taking 
any action by the use of force,” and will welcome the send- 
ing of neutral observers to Manchuria by the League. Japan 
reaffirms that the troops at the Nonni river bridge will not 
extend operations as long as they are not molested, and gives 
an assurance that the government will grant the widest facil- 
ities to officials of governments represented on the Council 
for a study of the Manchurian situation. 

16. Special meeting of Council opened in Paris to con- 
sider settlement of Manchurian dispute. 

16. Year's armaments truce proposed by Italian Foreign 
Minister Grandi proclaimed by League Secretariat to be ef- 
fective as of November r. 

20. Chinese and Japanese delegates consent in principle to 
the proposal made by Japan for sending a commission under 
the League to investigate the situation in Manchuria. 

21. The Council meets to consider Japanese proposal for 
appointment of a commission, and M. Briand reminds both 
parties of their undertakings under the resolution of Sep- 
tember 30. 

25. The Council announces the draft scheme of a new res- 
olution, the substance of which is that the resolution of Sep- 
tember 30 is reaffirmed and that the two governments are 
invited to take all steps necessary to assure its execution in 
order that the evacuation may be effected as speedily as pos- 
sible. General Dawes states that the United States govern- 
ment approves the general plan embodied in the resolution, 
and that he has so informed China and Japan. 
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25. Dr. Sze asks the Council to establish a neutral zone 
between the present stations of the two forces, ‘‘such zone to 
be occupied by British, French, Italian, and other neutral de- 
tachments under Council authority.” 

26. The Council decides that the observers of European 
powers who have proceeded to Manchuria and are in the 
neighborhood of Chinchow should be asked to report as to 
the possibilities of establishing a neutral zone. 

27. The Council announces that of the sixty-three states 
invited to the Disarmament Conference, fifty have signified 
their acceptance of the armaments truce. 

27. Chinese delegate notifies the Council that, accord- 
ing to the reports from British observers on the spot, there 
is neither a concentration of Chinese troops at Chinchow nor 
a movement of Chinese troops from within the Great Wall. 
Japanese reports to that effect, he says, are unfounded and 
have been circulated only as an excuse for the launching 
of an attack on Chinchow. 

29. Japanese delegation rejects proposal for the establish- 
ment of a neutral zone, stating that its policy in disputes 
with China is not to resort to the interposition of third 
parties. 

29. Chinese delegation states that orders are being given 
to the commander of the forces at Chinchow to put himself 
in communication with the observers in order to effect the 
arrangements for avoiding contact between the rival forces. 


30. Council tries to obtain peace by getting China to move 
out troops. 


Russia: 

14. Government publishes protest to Japanese ambassador 
against the ‘‘dishonest anti-Soviet campaign systematically 
carried on by some military circles in Manchuria for the pur- 


pose of complicating the relations between Japan and the 
Soviet.” 
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DECEMBER 


Chile: 

6. A government commission, which has been investigat- 
ing Cosach (the nitrates cartel) recommends its continuance, 
but with changes in its structure and in the law under which 
it was incorporated. 


China: 

5. Dr. Sze in statement to League says that China will 
not give up Chinchow and will “fight and die there, if 
necessary.” 

5. Nanking government declines to accept Dr. Sze’s offer 
of resignation which he telegraphed to Nanking after sharp 
criticism of his actions by Chinese colony in Paris. 


Germany: 

1. Presidential emergency decree empowers the govern- 
ment to vary existing import duties at will “in case of 
urgent economic necessity,’ until the Reichstag meets on 
February 23, 1932. 


Great Britain: 
2. MacDonald will head British arms group at Geneva 
Conference. 


Japan: 

2. Government insists on new conditions concerning 
neutral zone around Chinchow, seriously complicating set- 
tlement of dispute over Manchuria. 

6. Government agrees to await outcome of League’s ef- 
forts to have Chinese evacuate Chinchow, but is determined 
to end rule of Chang Hsueh-liang. 


League of Nations: 

2. League’s resolution of November 25 is redrawn and 
sent to Tokyo and Nanking. It still seeks evacuation of Man- 
churia by Japan at an early date. 
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6. Neutral foreign observers in reports to League deny 
tales of Chinese activities in Chinchow region and of use of 
railways to transport troops to Chinchow, as stated in recent 
reports by Japanese. 
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APPENDIX II 


RECOGNITION POLICY OF THE UNITED STATES 


From an address by Henry L. Stimson, Secretary of 
State, before the Council on Foreign Relations, 
New York, February 6, 1931- 


. . . The practice of this country as to the recognition of 
new governments has been substantially uniform from the 
days of the administration of Secretary of State Jefferson in 
1792 to the days of Secretary of State Bryan in 1913. There 
were certain slight departures from this policy during the 
Civil War, but they were manifestly due to the exigencies of 
warfare and were abandoned immediately afterwards. This 
general policy, as thus observed, was to base the act of rec- 
ognition not upon the question of the constitutional legiti- 
macy of the new government but upon its de facto capacity 
to fulfill its obligations as a member of the family of nations. 
This country recognized the right of other nations to regu- 
late their own internal affairs of government and disclaimed 
any attempt to base its recognition upon the correctness of 
their constitutional action. 

Said Mr. Jefferson in 1792: 


We certainly cannot deny to other nations that principle whereon 
our own Government is founded, that every nation has a right to 
govern itself internally under what forms it pleases, and to change 
these forms at its own will; and externally to transact business with 
other nations through whatever organ it chooses, whether that be a 
king, convention, assembly, committee, president, or whatever it be. 





* Jefferson to Pinckney, Works, Vol. Ill, p. 500 
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In these essentials our practice corresponded with the 
practice of the other nations of the world. 

The particular considerations upon which our action was 
regularly based were well stated by Mr. Adee, long the 
trusted Assistant Secretary of State of this Government, as 
follows: 


Ever since the American Revolution entrance upon diplomatic 
intercourse with foreign states has been de facto, dependent upon 
the existence of three conditions of fact: the control of the adminis- 
trative machinery of the state; the general acquiescence of its 
people; and the ability and willingness of their government to dis- 
charge international and conventional obligations. The form of 
government has not been a conditional factor in such recognition; in 
other words, the de jure element of legitimacy of title has been left 
aside.? 


With the advent of President Wilson’s administration this 
policy of over a century was radically departed from in re- 
spect to the Republic of Mexico, and, by a public declaration 
on March 11, 1913, it was announced that 


Codperation [with our sister republics of Central and South 
America} is possible only when supported at every turn by the 
orderly processes of just government based upon law, not upon 
arbitrary or irregular force. We hold, as I am sure that all thoughtful 
leaders of republican government everywhere hold, that just govern- 
ment rests always upon the consent of the governed, and that there 
can be no freedom without order based upon law and upon the 
public conscience and approval. We shall look to make these prin- 
ciples the basis of mutual intercourse, respect, and helpfulness be- 
tween our sister republics and ourselves.8 


Mr. Wilson’s government sought to put this new policy 
into effect in respect to the recognition of the then Govern- 
ment of Mexico held by President Victoriano Huerta. Al- 
though Huerta’s government was in de facto possession, Mr. 
Wilson refused to recognize it, and he sought through the 
influence and pressure of his great office to force it from 





* Foreign Relations of the United States, 1913, p. 100. 
* Foreign Relations of the United States, 1913, p. 7. 
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power. Armed conflict followed with the forces of Mexico, 
and disturbed relations between us and that republic lasted 
until a comparatively few years ago. 

In his sympathy for the development of free constitutional 
institutions among the people of our Latin American neigh- 
bors, Mr. Wilson did not differ from the feelings of the great 
mass of his countrymen in the United States , . . but he 
differed from the practice of his predecessors in seeking 
actively to propagate these institutions in a foreign country 
by the direct influence of this Government and to do this 
against the desire of the authorities and people of Mexico. 

The present administration has declined to follow the pol- 
icy of Mr. Wilson and has followed consistently the former 
practice of this Government since the days of Jefferson. As 
soon as it was reported to us, through our diplomatic repre- 
sentatives, that the new governments in Bolivia, Peru, Ar- 
gentina, Brazil, and Panama were in control of the 
administrative machinery of the state, with the apparent gen- 
eral acquiescence of their people, and that they were willing 
and apparently able to discharge their international and con- 
ventional obligations, they were recognized by our Govern- 
ment. And, in view of the economic depression, with the 
consequent need for prompt measures of financial stabiliza- 
tion, we did this with as little delay as possible in order to 
give those sorely pressed countries the quickest possible op- 
portunities for recovering their economic poise. 
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APPENDIX III 


(2) TEXT OF PRESIDENT VON HINDENBURG’S LETTER 
TO PRESIDENT HOOVER 


Neudeck, 20th June, 1931. 


Herbert Hoover, President of the United States. 
Mr. President: 


The need of the German people, which has reached a 
climax, compels me to adopt the unusual step of addressing 
you personally. 

The German people has lived through years of great hard- 
ship, culminating in the past winter, and the economic recov- 
ery hoped for in the spring of this year has not taken place. 
I have, therefore, now taken steps, in virtue of the extraor- 
dinary powers conferred upon me by the German Constitu- 
tion, to insure the carrying out of the most urgent tasks 
confronting the Government and to secure the necessary 
means of subsistence for the unemployed. 

These measures radically affect all economic and social 
conditions and entail the greatest sacrifices on the part of all 
classes of the population. All possibilities of improving the 
situation by domestic measures without relief from abroad 
are exhausted. The economic crisis from which the whole 
world is suffering hits particularly hard the German nation, 
which has been deprived of its reserves by the consequences 
of the war. 

As the developments of the last few days show, the whole 
world lacks confidence in the ability of the German economic 
system to work under the existing burdens. Large credits 
received by us from foreign countries have been withdrawn. 
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Even in the course of the last few days the Reichsbank has 
had to hand over to foreign countries one-third of its reserves 
of gold and foreign currency. The inevitable consequence of 
these developments must be a further serious restriction of 
economic life and an increase in the numbers of unemployed, 
who already amount to more than one-third of the total 
number of industrial workers. 

The efficiency, will to work, and discipline of the German 
people justify confidence in the strict observance of the great 
fixed private obligations and loans with which Germany is 
burdened. But, in order to maintain its course and the con- 
fidence of the world in its capacity, Germany has urgent 
need of relief. 

The relief must come at once if we are to avoid serious 
misfortune for ourselves and others. The German people 
must continue to have the possibility of working under toler- 
able living conditions. 

Such relief would be to the benefit of all countries in its 
material and moral effect on the whole crisis. It would im- 
prove the situation in other countries and materially reduce 
the danger to Germany due to internal and external tension 
caused by distress and despair. 

You, Mr. President, as the representative of the great 
American people, are in a position to take the steps by which 
an immediate change in the situation threatening Germany 
and the rest of the world could be brought about. 

PRESIDENT VON HINDENBURG. 


(4) PRESIDENT HOOVER’S PROPOSAL FOR A 
MORATORIUM 


The American government proposes the postponement 
during one year of all payments on intergovernmental debts, 
reparations and relief debts, both principal and interest, of 
course not including obligations of governments held by 
private parties. Subject to confirmation by Congress, the 
American government will postpone all payments upon the 
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debts of foreign governments to the American government 
payable during the fiscal year beginning July 1 next, condi- 
tional on a like postponement for one year of all payments 
on intergovernmental debts owing the important creditor 
powers. 

This course of action has been approved by the following 
Senators: 

Henry F. Ashurst, Hiram Bingham, William E. Borah, 
James F. Byrnes, Arthur Capper, Simeon D. Fess, Duncan U. 
Fletcher, Carter Glass, William J. Harris, Pat Harrison, Cor- 
dell Hull, William H. King, Dwight W. Morrow, George H. 
Moses, David A. Reed, Claude A. Swanson, Arthur Vanden- 
berg, Robert F. Wagner, David I. Walsh, Thomas J. Walsh, 
James E. Watson. 

And by the following Representatives: 

Isaac Bacharach, Joseph W. Byrns, Carl R. Chindblom, 
Frank Crowther, James W. Collier, Charles R. Crisp, 
Thomas H. Cullen, George P. Darrow, Harry A. Estep, Wil- 
lis C. Hawley, Carl E. Mapes, J. C. McLaughlin, Earl C. 
Michener, C. William Ramseyer, Bertrand H. Snell, John Q. 
Tilson, Allen T. Treadway and Will R. Wood. 

It has been approved by Ambassador Charles G. Dawes 
and by Mr. Owen D. Young. 

The purpose of this action is to give the forthcoming year 
to the economic recovery of the world and to help free the 
recuperative forces already in motion in the United States 
from retarding influences from abroad. 

The world-wide depression has affected the countries of 
Europe more severely than our own. Some of these countries 
are feeling to a serious extent the drain of this depression on 
national economy. The fabric of intergovernmental debts, 
supportable in normal times, weighs heavily in the midst of 
this depression. 

From a variety of causes arising out of the depression, such 
as the fall in the price of foreign commodities and the lack 
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of confidence in economic and political stability abroad, 
there is an abnormal movement of gold into the United 
States which is lowering the credit stability of many foreign 
countries. These and the other difficulties abroad diminish 
buying power for our exports and in a measure are the cause 
of our continued unemployment and continued lower prices 
to our farmers. 

Wise and timely action should contribute to relieve the 
pressure of these adverse forces in foreign countries and 
should assist in the reéstablishment of confidence, thus for- 
warding political peace and economic stability in the world. 

Authority of the President to deal with this problem is 
limited, as this action must be supported by the Congress. It 
has been assured the cordial support of leading members of 
both parties in the Senate and the House. The essence of this 
proposition is to give time to permit debtor governments to 
recover their national prosperity. I am suggesting to the 
American people that they be wise creditors in their own 
interest and be good neighbors. 

I wish to take this occasion also to frankly state my views 
upon our relations to German reparations and the debts 
owed to us by the Allied governments of Europe. Our gov- 
ernment has not been a party to, or exercised any voice in 
determination of, reparation obligations. We purposely did 
not participate in either general reparations or the division of 
colonies or property. The repayment of debts due to us from 
the Allies for the advances for war and reconstruction was 
settled upon a basis not contingent upon German reparations 
or related thereto. Therefore, reparations is necessarily 
wholly a European problem with which we have no relation. 

I do not approve in any remote sense of the cancellation of 
the debts to us. World confidence would not be enhanced by 
such action. None of our debtor nations has ever suggested 
it. But as the basis of the settlement of these debts was the 
capacity under normal conditions of the debtor to pay, we 
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should be consistent with our own policies and principles if 
we take into account the abnormal situation now existing in 
the world. I am sure the American people have no desire to 
attempt to extract any sum beyond the capacity of any debtor 
to pay, and it is our view that broad vision requires that our 
government should recognize the situation as it exists. 

This course of action is entirely consistent with the policy 
which we have hitherto pursued. We are not involved in the 
discussion of strictly European problems, of which the pay- 
ment of German reparations is one. It represents our willing- 
ness to make a contribution to the early restoration of world 
prosperity in which our own people have so deep an interest. 

I wish further to add that while this action has no bearing 
on the conference for limitation of land armaments to be 
held next February, inasmuch as the burden of competitive 
armaments has contributed to bring about this depression, we 
trust that by this evidence of our desire to assist we shall 
have contributed to the goodwill which is so necessary to the 
solution of this major question. 
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APPENDIX IV 


TEXT OF HOOVER-LAVAL STATEMENT, 
OCTOBER 25, 1931 


A Joint Statement by the President of the United States 
and the President of the Council of Ministers of France. 


The traditional friendship between the United States and 
France, the absence of all controversy between our two gov- 
ernments, a record of many events in collaboration toward 
the peace of the world, embracing among its recent phases 
the adoption of the Kellogg-Briand pact, render it possible 
and opportune for the representatives of our governments to 
explore every aspect of the many problems in which we are 
mutually interested. 

Indeed, the duty of statesmen is not to overlook any means 
of practical codperation for the common good. This is par- 
ticularly true at a time when the world looks for leadership 
in relief from a depression which reaches into countless 
homes in every land. Relations of mutual confidence between 
governments have the most important bearing upon speeding 
the recovery which we seek. We have engaged upon that 
mission with entire frankness. We have made real progress. 

We canvassed the economic situation in the world, the 
trends in international relations bearing upon it; problems of 
the forthcoming conference for limitation and reduction of 
armaments; the effect of the depression on payments under 
intergovernmental debts, the stabilization of international 
exchanges and other financial and economic subjects. 

An informal and cordial discussion has served to outline 
with greater precision the nature of the problems. It has not 
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been the purpose of either of us to engage in commitments 
binding our governments, but rather, through development 
of fact, to enable each country to act more effectively in its 
own field. 

It is our joint purpose that the conference for limitation 
of armaments will not fail to take advantage of the great 
opportunity which presents itself, and that it will be capable 
of meeting what is in reality its true mission—that is, the or- 
ganization of firm foundations of permanent peace. 

In so far as intergovernmental obligations are concerned, 
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d we recognize that prior to the expiration of the Hoover year 
| of postponement some agreement regarding them may be 
id | necessary covering the period of business depression, as to 
- | the terms and conditions of which the two governments 
rd make all reservations. The initiative in this matter should be 
es | __ taken at an early date by the European powers principally 
le | concerned within the framework of the agreements existing 
to =| prior to July 1, 1931. 
. | Our especial emphasis has been upon the more important 
means through which the efforts of our governments could 
as be exerted toward restoration of economic stability and 
- | confidence. 
ip Particularly we are convinced of the importance of mone- 
Ss tary stability as an essential factor in the restoration of 
nan | normal economic life in the world, in which the maintenance 
1S of the gold standard in France and the United States will 
at serve as a major influence. 
S. It is our intent to continue to study methods for the main- 
€ tenance of stability in international exchanges. 
of | While in the short time at our disposal it has not been 
of possible to formulate a definite program, we find that we 
or view the nature of these financial and economic problems in 
al} the same light, and that this understanding on our part 
_ should serve to pave the way for helpful action by our re- 
e spective governments. 
ot 
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APPENDIX V 


TEXT OF STIMSON-GRANDI STATEMENT, 
NOVEMBER 109, 1931 


A Joint Statement by the Italian Minister for Foreign Af- 
fairs and the Secretary of State of the United States. 


Full advantage has been taken of the opportunity afforded 
by this visit for a frank and cordial exchange of views re- 
specting the many problems of world importance in which 
the Governments of Italy and the United States are equally 
interested. 

Realizing that restoration of economic stability and con- 
fidence within our respective national boundaries can only 
find ultimate achievement through the further establishment 
of international financial stability and through a confidence 
that can extend itself to include all nations, we have at- 
tempted to continue the efforts already initiated towards this 
end by a candid discussion of the many significant and re- 
lated international problems, the solution of which has 
become a recognized necessity. The discussions have em- 
braced subjects of such importance as the present financial 
crisis, intergovernmental debts, the problems surrounding 
the limitation and the reduction of armaments, the stabiliza- 
tion of international exchanges, and other vital economic 
questions. 

We believe that the existing understandings between the 
principal naval powers can and should be completed and 
that the general acceptance of the proposal, initiated by 
Signor Grandi, for a one year’s armaments truce is indicative 
of the great opportunity for the achievement of concrete and 
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constructive results presented by the forthcoming conference 
for limitation of armaments. 

It has not been the purpose of this meeting to reach any 
particular arrangements, but the informal discussions and ex- 
changes of views have served to clarify many points of 
mutual interest and have established a sympathetic under- 
standing of our problems. We feel confident that the rela- 
tionships fostered during this visit will prove valuable in lay- 
ing the foundations for beneficial action by our respective 
governments. 
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APPENDIX VI 


DOCUMENTS RELATING TO PARTICIPATION BY THE 
UNITED STATES IN THE LEAGUE COUNCIL'S DIS- 
CUSSION OF THE MANCHURIAN QUESTION 


I 


Invitation from M. Aristide Briand, President of the Coun- 
cil of the League of Nations, to Secretary of State Stimson, 
October 16, 1931- 


I have the honor to inform you that the Council of the 
League of Nations has approved today the terms of the fol- 
lowing proposal which I had the honor to make to it in my 
capacity as president of the Council: 

In the course of the discussion the opinion has been ex- 
pressed that the very important question before the Council 
concerns the fulfillment of obligations arising not only from 
the Covenant of the League of Nations but also from the 
Pact of Paris. 

This opinion is certainly well founded since, in accordance 
with Article II of that pact: 

The high contracting parties agree that the settlement or 
solution of all disputes or conflicts, of whatever nature or of 
whatever origin they may be, which may arise among them 
shall never be sought except by pacific means. 

Foremost among the signatories of the Pact of Paris ap- 
pears the United States of America. The United States was 
one of the proponents of the pact, and I may be allowed to 
recall that I had the honor to be associated with the then 
Secretary of State of the United States as joint author. In 
consequence the United States may be regarded as being es- 
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pecially interested in insuring a settlement of the present 
dispute by pacific means. 

Moreover, the government of the United States, with 
which communications regarding the dispute before the 
Council have already been exchanged, has expressed its 
whole-hearted sympathy with the attitude of the League of 
Nations and has affirmed its desire to reinforce the action of 
the League. 

I feel confident that I shall be meeting the wishes of my 
colleagues in proposing that we should invite the govern- 
ment of the United States to be associated with our efforts 
by sending a representative to sit at the Council table so as to 
be in a position to express an opinion as to how, either in 
view of the present situation or of its future developments, 
effect can best be given to the provisions of the Pact. By this 
means also the opportunity will be afforded him of follow- 
ing our deliberations on the problem as a whole. 

I am sure that any action that might be taken under the 
Pact could not but strengthen the efforts which are now 
being made by the Council in accordance with the obligations 
imposed upon it by the Covenant of the League of Nations 
to effect the peaceful settlement of the problem under 
discussion. 

In consequence I have the honor to address to the gov- 
ernment of the United States the invitation contained in the 
said proposal. 

Please accept, Mr. Secretary of State, the assurance of my 
high consideration. 


II 


Reply of Mr. Prentiss B. Gilbert to the invitation of M. 
Briand, October 16, 1931: 


I have the honor to acknowledge the receipt of your com- 
munication addressed to the Secretary of State of the United 
States of America, under date of October 16, in which you 
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cite a proposal adopted by the Council of the League of Na- 
tions. You extend an invitation, in accordance with that pro- 
posal, to the Government of the United States to send a 
representative to sit at the Council table, so that he may be 
in a position to consider with the Council the relationship 
between the provisions of the Pact of Paris and the present 
unfortunate situation in Manchuria, and at the same time to 
follow the deliberations of the Council with regard to other 
aspects of the problem with which it is now confronted. 

I am directed by the Secretary of State to accept on behalf 
of the Government of the United States this invitation to 
send a representative, and to inform you that he has desig- 
nated me to act in that capacity. 


I beg your Excellency to accept the assurance of my high- 
est consideration. 


Il 


Instructions of Secretary of State Stimson to Mr. Gilbert, 
October 16, 1931: 


You are authorized to participate in the discussions of the 
Council when they relate to the possible application of the 
Kellogg-Briand Pact, to which treaty the United States is a 
party. You are expected to report the result of such discus- 
sions to the department for its determination as to possible 
action. If you are present at the discussion of any other as- 
pect of the Chinese-Japanese dispute, it must be only as an 
observer and auditor. 


IV 


Statement made by Mr. Gilbert at the meeting of the 
Council of the League, October 16, 1931. 


In this moment of deep international concern, I thank you 
for your invitation to sit in your deliberations and to partici- 
pate in your discussions in so far as the Pact of Paris, to 
which my country is a party, is concerned. 
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The Government of the United States of America has been 
following with the closest attention the proceedings before 
the Council for the settlement of the dispute at present un- 
happily existing between China and Japan. 

My government does not seek to intrude with respect to 
such measures as you may propose under the Covenant of 
the League of Nations; and it is not in a position to partici- 
pate with the members of the Council in the formulation of 
any action envisaged under that instrument for the compos- 
ing of differences existing between two of its members. 

It has already conveyed to you its sympathetic appreciation 
of your efforts and its whole-hearted accord with the objec- 
tive you have in view; and it has expressed the hope that the 
tried machinery of the League may in this case, as on pre- 
vious occasions, be successful in bringing this dispute to a 
conclusion satisfactory to both parties. Moreover, acting in- 
dependently and through diplomatic channels, my govern- 
ment has already signified its moral support of your efforts 
in this capacity to bring about a peaceful solution of the un- 
fortunate controversy in Manchuria. 

In your deliberations as to the application of the ma- 
chinery of the Covenant of the League of Nations, I repeat, 
we can of course take no part. But the Pact of Paris, bearing 
as it does the signature of the president of this meeting to- 
gether with that of our former Secretary of State as joint pro- 
ponents, represents to this extent in America an effective 
means of marshaling the public opinion of the world behind 
the use of pacific means only, in the solution of controversies 
between nations. We feel not only that this public opinion is 
a most potent force in the domestic affairs of every nation, 
but that it is of constantly growing importance and influence 
in the mutual relations of the members of the family of 
nations. 

The timely exercise of the power of such opinion may be 
effective to prevent a breach of international peace of world- 
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wide consequences. We assume that this may be the reason 
why the consideration of the relationship between the pro- 
visions of the Pact of Paris and the present situation has been 
brought forward in this body; and the purpose which has 
moved my government to accept your invitation is that thus 
we may most enthusiastically and effectively take common 
counsel with you on this subject. P 
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APPENDIX VII 


PRESIDENT HOOVER’S MESSAGE ON FOREIGN AFFAIRS, 
DECEMBER io, 1931 


WORLD WAR DEBT POSTPONEMENT 


With the support of a large majority of the individual 
members of the Senate and House, I informed the govern- 
ments concerned last June that—[Here follows the text of 
President Hoover’s proposal for a moratorium. See Appen- 
dix III(4).] 

All the important creditor governments accepted this pro- 
posal. The necessary agreements among them have been ex- 
ecuted, and creditor governments have foregone the receipt 
of payments due them since July 1, 1931. 

The effect of this agreement was instantaneous in revers- 
ing the drift toward general economic panic and has served 
to give time to the peoples of those countries to readjust their 
economic life. The action taken was necessary. I am confident 
it commends itself to the judgment of the American people. 

Payments due to the United States government from 
many countries, both on account of principal and interest, 
fall due on December 15. It is highly desirable that a law 
should be enacted before that date authorizing the Secretary 
of the Treasury, with the approval of the President, to post- 
pone all payments due us on account of debts owed by for- 
eign governments to the United States government during 
the year ending June 30, 1932, and to provide for their pay- 
ment over a 10-year period, beginning July 1, 1933. 

As we approach the new year it is clear that a number of 
the governments indebted to us will be unable to meet 
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further payments to us in full pending recovery in their eco- 
nomic life. It is useless to blind ourselves to an obvious fact. 
Therefore it will be necessary in some cases to make still 
further temporary adjustments. 

The Congress has shared with the Executive in the past the 
consideration of questions arising from these debts. I am 
sure that it will commend itself to the Congress that the leg- 
islative branch of the government should continue to share 
this responsibility. 

In order that we should be in position to deal with the 
situation, I recommend the re-creation of the World War 
Foreign Debt Commission, with authority to examine such 
problems as may arise in connection with these debts during 
the present economic emergency, and to report to the Con- 
gress its conclusions and recommendations. 


DISARMAMENT 


The United States has accepted an invitation to take part 
in the World Disarmament Conference which convenes on 
February 2 at Geneva. The efforts of this conference will be 
in line with the endeavors in which the American govern- 
ment has taken a leading part, beginning with the Hague 
Conference in 1899. 

Up to the present time the record of achievement has been 
almost entirely in the field of naval disarmament. It is to be 
hoped that further progress can be made in reduction of 
naval arms and that limitation and reduction so urgently 
needed can be extended to land arms. 

The burden of taxes to support armament is greater today 
than before the Great War, and the economic instability of 
the world is definitely due in part to this cause and the fears 
which these huge armaments at all times create. No discour- 
agements should be permitted to turn the world from sane 
and reasonable limitation of arms. 

With a view to establishing an atmosphere of confidence 
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for the opening of this World Disarmament Conference, 
more than forty governments, including all the principal 
military and naval powers, have joined in accepting the prin- 
ciple of one-year armaments truce. This truce, which is the 
outgrowth of a proposal advanced last September by the 
Foreign Minister of Italy, is designed to prevent the expan- 
sion of armaments program during the coming months in the 
hope of removing the threat of a sudden revival of competi- 
tion in arms before and during the conference. These steps 
were fully approved by our War and Navy Departments. 


MANCHURIA 


We have been deeply concerned over the situation in Man- 
churia. As parties to the Kellogg-Briand Pact and to the 
Nine-Power Treaty, we have a responsibility in maintaining 
the integrity of China and a direct interest with other nations 
in maintaining peace here. 

When this controversy originated in September the League 
of Nations was in session and China appealed to the Council 
of that body, which at once undertook measures of concilia- 
tion between China and Japan. Both China and Japan have 
participated in these proceedings before the Council ever 
since. 

Under the Kellogg-Briand Pact all of the signatories, in- 
cluding China and Japan, have covenanted to seek none but 
pacific means in the settlement of their disputes. Thus, the 
ultimate purpose of proceedings under this section of the 
Kellogg-Briand Pact and of conciliation proceedings by the 
League Covenant coincide. It seemed, therefore, both wise 
and appropriate rather to aid and advise with the League 
and thus have unity of world effort to maintain peace than 
to take independent action. In all negotiations, however, the 
Department of State has maintained complete freedom of 
judgment and action as to participation in any measures 
which the League might finally determine upon. 
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Immediately after the outbreak of the trouble this govern- 
ment advised both Japan and China of its serious interest. 
Subsequently it communicated its views to both governments 
regarding their obligations under the Kellogg-Briand pact. 

In this action we were joined by other nations signatory of 
the pact. This government has consistently and repeatedly by 
diplomatic representations indicated its unremitting solici- 
tude that these treaty obligations be respected. In the recur- 
ring efforts of the nations to bring about a peaceful settle- 
ment this government has realized that the exercise of the 
utmost patience was desirable, and it is believed that public 
opinion in this country has appreciated the wisdom of this 
restraint. 

At present a resolution is pending before the meeting at 
Paris, with hopes of passage, under which Japan and China 
will agree to take no initiative which might lead to renewed 
conflict; in which Japan has reiterated its intention to with- 
draw the Japanese troops to the railway zone as soon as lives 
and property of Japanese nationals in Manchuria can be ade- 
quately protected; and under which both nations agree to a 
neutral commission to meet on the ground, to which com- 
mission all matters in dispute can be referred for investiga- 
tion and report. 


ST. LAWRENCE WATERWAY 


Conversations were begun between the Secretary of State 
and the Canadian minister at Washington on November 14 
looking to the framing of a treaty for the development of the 
St. Lawrence seaway. The negotiations are continuing. I am 
hopeful that an agreement may result within a reasonable 
time enabling us to begin work on this great project, which 
will be of much importance economically to Canada and to 
the United States. 


VISITS OF M. LAVAL AND SIGNOR GRANDI 


The president of the Council of Ministers of France, M. 
Laval, visited Washington in October in order to discuss 
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problems of outstanding world interest, in the solution of 
which it was felt that the two countries could be of assist- 
ance. The informal and cordial conversations served to bring 
into relief the respective positions of the two nations. 

The visit in November of the Royal Italian Minister for 
Foreign Affairs also afforded an opportunity for a cordial 
exchange of views respecting the many world problems in 
which this government and the government of Italy are 
interested. 

It was not the purpose of these meetings to engage in any 
commitments or to conclude agreements. However, the visits 
of M. Laval and Signor Grandi, together with the various 
meetings of statesmen in Europe and the visit of the Secre- 
tary of State to European countries, have brought about val- 
uable understanding of the nature of the problems confront- 
ing different governments which should aid in their solution. 


NICARAGUA 


In compliance with the agreement made in May, 1927, the 
Nicaraguan government requested supervision by an elec- 
toral commission from the United States of the Congres- 
sional elections held in 1930. This year a.member of the 
commissions of 1928 and 1930 was sent to Nicaragua as an 
observer during the election of municipal authorities in order 
that, on the basis of his observations, it might be possible to 
arrange the many necessary details of the supervision of the 
1932 presidential election in Nicaragua. | 

Armed forces of the United States maintained in Nica- 
ragua have been reduced to the minimum deemed necessary 
to the training of the Nicaraguan constabulary and the ren- 
dering of appropriate support for such instruction. It is pro- 
posed to withdraw completely American armed forces from 
Nicaragua after their presidential election in 1932. 

Nicaragua suffered a terrible disaster in the destruction of 
Managua, the capital, by earthquake and fire in March last. 
With their usual generosity the American people, through 
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the Red Cross, went whole-heartedly to the assistance of the 
stricken country. United States marines and engineers of the 
War Department, who were in the country making a survey 
of the proposed canal route, joined in rendering service. The 
American legation building was destroyed with all its con- 
tents, but the Minister and his staff continued to carry on 
their official duties and worked ceaselessly in the face of 
unusual hardships. The Nicaraguan government has ex- 
pressed its deep gratitude for the aid rendered. 


HAITI 


Substantial progress has been made in carrying out the 
program for the withdrawal of our activities in Haiti recom- 
mended by the commission which, with the support of the 
Congress, made an investigation of Haitian affairs in 1930, 
and by its good offices laid the foundation for the present 
popularly elected government of that republic. 

After protracted negotiations an accord was reached with 
the Haitian government on August 5 providing for the re- 
turn to Haitian control of important government services 
heretofore carried on under American supervision by virtue 
of general obligations arising through the provisions of our 
treaty with Haiti. In accordance with this agreement the 
Haitian government on October 1 assumed definitely the 
administration and control of the department of public 
works, the sanitary service, and the technical service of agri- 
culture, which includes the industrial educational system. All 
American personnel was withdrawn from these services. To 
minimize the possibility of epidemics, and in order that the 
health of the American troops and officials still stationed in 
Haiti might be adequately protected, the accord provided 
that an American scientific mission, consisting of three Amer- 
ican naval officers and six hospital corps men, should be 
charged with the control of sanitation in the cities of Port au 
Prince and Cape Haitien. 


[ 354} 








ne alUlUrerlC(i kU 





The accord makes appropriate provision for the continu- 
ance of adequate financial control and assistance on the part 
of our government. The liberty of action, both of the govern- 
ment of the United States and the government of Haiti with 
respect to questions of financial administration, is, of course, 
limited. 

In this connection it must be borne in mind that investors 
have supplied capital desired by Haiti and that securities 
have been issued to them on the faith and credit of the pro- 
visions of that treaty and the American financial control 
which it provided during the life of the bonds. 


BOLIVIA AND PARAGUAY 


In 1929 the government of the United States, together 
with the governments of Cuba, Colombia, Mexico and Uru- 
guay, formed the Commission on Inquiry and Conciliation, 
Bolivia-Paraguay, which had the good fortune of being able 
to terminate an international incident which for a time 
threatened to cause war between the countries involved. The 
five neutral governments then offered their good offices to 
Bolivia and Paraguay, with a view to furthering a settlement 
of their difficulties. This offer was accepted in principle. I am 
happy to state that representatives of both countries are now 
meeting in Washington with the hope of concluding a pact 
of nonaggression between them. 


ARBITRATION OF THE BOUNDARY DISPUTE BETWEEN 
GUATEMALA AND HONDURAS 


It has been the privilege of this government to lend its 
good offices on several occasions in the past to the settlement 
of boundary disputes between the American republics. One 
of the most recent occasions upon which the disinterested 
services of this government were requested was in connection 
with the settlement of the dispute which for almost a century 
has been outstanding between the republics of Guatemala 
and Honduras with respect to their common boundary. Con- 
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ferences extending over a period of some months were held 
in 1930 in the Department of State, and eventually on 
July 16, 1930, a treaty was signed submitting the question 
to arbitration, and there was also signed a supplementary 
convention providing for the delimitation of the boundary 
after the arbitral tribunal hands down its award. Ratifica- 
tions were exchanged on October 15, 1931. The tribunal, 
which will meet in Washington, will be presided over by the 
Chief Justice of the United States, who has set December 15, 
1931, as the date for the first meeting. 


MEXICO 


The period for hearings between the general and special 
claims commissions between this country and Mexico ex- 
pired in August, 1931. Pursuant to a resolution of the Senate 
under date of February 28, 1931, and under instructions 
from the Department of State, the American ambassador at 
Mexico City is carrying on negotiations with the Mexican 
government looking to the renewal of the activities of the 
commissions, in order that the claims of American citizens 
still pending may be heard and adjudicated. 

The governments of the United States and Mexico have 
approved in principle certain engineering plans submitted by 
the International Boundary Commission, the United States 
and Mexico, for the rectification of the Rio Grande in the 
vicinity of El Paso, Tex., to prevent periodical floods in that 
region. 

Negotiations are being carried on between the two gov- 
ernments in an effort to reach an agreement by which this 
important international project may be undertaken. 


TREATIES AND CONVENTIONS BEFORE THE SENATE 


There have been transmitted to the Senate, from time to 
time. treaties and conventions which have failed during re- 
cent sessions to obtain that body’s consideration or final de- 
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cision. Inasmuch as these treaties affect numerous phases 
of private and public endeavor, I earnestly commend their 
early conclusion to the attention of the Congress. 

In the past session of the Congress I transmitted to the 
Senate protocols providing for adherence by the United 
States to the Permanent Court of International Justice. Upon 
that occasion I expressed my views fully, not only of the 
wisdom of such action, but that the safeguards against Euro- 
pean entanglements stipulated for by the Senate had been in 
effect secured and the interests of the United States protected. 
I need not repeat that for over twelve years every President 
and every Secretary of State has urged this action as a ma- 
terial contribution to the pacific settlement of controversies 
among nations and a further assurance against war. 

By consideration of legislation during its last session, the 
Congress informed itself thoroughly regarding the merits of 
the copyright convention signed at Berlin on November 13, 
1908. I hope that necessary legislation will be enacted during 
this Congress which will make it possible for further con- 
sideration to be given to the copyright convention. 

The Sockeye Salmon Fisheries treaty, entered into with 
Canada to afford protection to the industry, which was 
signed on May 26, 1930, merits the attention of the Senate 
during the present session. 

The United States sent a delegation to the Conference on 
Safety of Life at Sea, which was held in London in 1929. 
The convention, which was signed by the more important 
maritime nations of the world on May 31, 1929, has unified 
the standards of safety in accordance with modern develop- 
ments of engineering science and in compliance with the 
governments’ obligation to their citizens to reduce the perils 
of travel to a minimum by requiring high efficiency in 
seamanship. 

The convention for the supervision of the international 
trade in arms and ammunition and in implements of war, 
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signed at Geneva, June 17, 1925, represents another of the 
steps taken in the general field of restriction of armament. 
It has been ratified unconditionally by some nations, condi- 
tionally by others. With the added impetus which ratification 
by the United States would lend to such a move, it is quite 
possible that the fourteen ratifications necessary by treaty 
stipulation would be received to bring the convention into 
force. 

Among the other treaties and conventions which remain 
before the Senate for its consideration and of no less impor- 
tance in their respective fields are a treaty regarding consular 
agents of American States (sixth International Conference 
of American States, Havana, 1928); a treaty relating to 
maritime neutrality with American States (sixth Interna- 
tional Conference of American States, Havana, 1928); the 
general treaty of inter-American arbitration, signed at Wash- 
ington, January 5, 1929; the convention relating to prisoners 
of war, signed at Geneva on July 27, 1929; a convention 
signed on the same date for the amelioration of the condition 
of wounded and sick of armies in the field (the Red Cross 
convention) ; and the convention for the unification of cer- 
tain rules relating to bills of lading for the carriage of goods 
by sea, signed at Brussels on behalf of the United States on 
June 23, 1925. 


NEW TREATIES AND CONVENTIONS 


Since my message to the Seventy-second Congress, and by 
virtue of the power vested in the office of the Chief Execu- 
tive, I have continued to commission representatives of this 
government to negotiate treaties with the representatives of 
other countries which affect the amicable, political, commer- 
cial, and juridical relations of this country, as well as treaties 
dealing with humanitarian matters. 

Important treaties and conventions which have been 
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signed recently by representatives of this government are as 
follows: 

1. Treaty of arbitration and conciliation with Switzerland, 
signed February 16, 1931. 

2. Treaty modifying the conciliation convention with Italy 
(Bryan peace treaty), signed September 23, 1931. 

3. Extradition treaty with Greece, signed May 6, 1931. 

4. Protocol relating to military obligations in certain cases 
of double nationality, multilateral, signed December 31, 
1930. 

5. Treaty of friendship, commerce, and consular rights 
with Poland, signed June 15, 1931. 

6. Treaty with reference to establishment and sojourn 
with Turkey, signed October 28, 1931. 

These treaties and conventions will be transmitted to the 
Senate in due course, with a view to obtaining its advice and 
consent to ratification. 
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APPENDIX VIII 


(2) INDICES OF PRODUCTION IN IMPORTANT 


COUNTRIES 


(Average for 1928 = 100) 


Year and United 
Month States 
Se 95-5 
SEEEs i. werieeee 100 
NG inne sis 107.2 
Serer 86.5 
1930 
pT eee 93-7 
February..... 96.4 
a 93-7 
ae 95-5 
eee 93-7 
Dns éckiwe 90.1 
Ee 85.5 
er 83.6 
September 82 
October. ..... 78.4 
November 75-7 
December..... 73-9 
1931 
January...... 73-9 
February..... 77-5 
BEMEER. ccsvoe JOA 
a ere 80.2 
ee 80.2 
ti anewes 93.7 
ine acns 74.8 
August....... yt .o 
September.... 68.5 
October. ..... 67.6 


United 
Kingdom 


IOI.2 
100 
106 


97-9 


105.1 


97.1 


94-3 


93.8 


France 


86. 


WOKYOP DAHONN 


6 


Ger- 
many 


97- 


100 


Iol. 


83. 


AR DONDHAAYNYANAD 


AH OROW YA BP OO 


2 


lone 


Source: Federal Reserve Bulletin; League of Nations Monthly Bulletin of Statistics. 
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(4) WHOLESALE PRICE MOVEMENTS IN IMPORTANT 
COUNTRIES 


(Average for 1926 = 100) 


United United Aus- Argen- 
Month States Kingdom France Germany Japan tralia tina 


~ is te 


; 1930 
January.... 93.4 88.4 82.9 98.4 81.7 93.8 95.0 
4 February... 92.1 86.3 81.4 96.2 81.3 91.3 93.2 
' March..... 90.8 84.0 80.3 94.0 79.0 90.0 92.4 
ae 90.7 83.5 78.9 94.2 77-7 . 90-7 93.0 
ee 89.1 82.3 78.5 93-5 76.9 91.8 92.3 
eee 86.8 81.5 77-7 92-6 72.8 90.4 91.2 
4 ee 84.0 80.5 80.3 93-1 72.5 89.7 88.2 
; August.... 84.0 79.5 80.6 92.8 71.3 88.4 89.3 
| 4 September. 84.2 78.0 80.0 91.4 69.2 83.6 82.8 
\ October.... 82.6 76.3 79.4 89.6 64.5 80.8 77.1 
4 November. 80.4 75.6 79.3 89.5 64.0 78.4 67.9 
! December.. 78.4 73.5 77-8 87.6 64.8 76.3 63.2 
) 4 1931 
J January.... 77.0 72.2 77.8 85.7 64.7 79.4 61.7 
: February... 75.5 71-7 77-4 84.8 63.2 79.0 63.4 
| ; March bones 74.5 71.§ 77-5 84.7 64.0 79.4 63.2 
| L Apeil...... 73.3 73-4 77-7 &.6 &.8 7.9 61.4 
, ae 71.3 70.6 74.8 84.4 63.1 78.6 62.6 
; re 70.0 69.7 74.§ 83.5 §9-2 77-7 62.8 
| ere 70.0 69.0 71.9 83.3 60.9 77.9 62.9 
j August.... 70.2 67.2 70.2 82.2 58.5 76.4 62.2 
September. 69.1 67.0 68.1 81.0 56.2 75.9 60.9 
) October.... 68.4 70.5 65.7 79:9 55-4 76.5 65.4 
November. 68.3 71.8 64.3. 79.5 .--- +++» 64.1 


Source: Data obtained from Price Section, Division of Statistical Research, 
United States Department of Commerce, have been converted to a 1926 
base for all countries. 


(c) SECURITY PRICE MOVEMENTS IN IMPORTANT 


France 
300 


233.0 
235.2 
229.6 
222.3 
219.7 
210.7 
213.3 
215.0 
222.3 
209.9 
197-9 
198.7 


212.9 
205 .6 
205.2 
208 .6 
198.3 
187.6 
188.8 
182.0 
182.4 
169.5 
162.2 


149.8 


156.7 
160.1 
155-4 
148.5 
138.2 


COUNTRIES 
Common Stocks (1926 average = 100) 
United United 
Month States Kingdom 
Number of issues... 404 278 
1929 
| eee 185.2 122.8 
February........ 186.5 121.7 
Riss xdpence 189.1 121.0 
eee 186.6 119.8 
| ere 187.8 118.3 
NG siesneneens 190.7 118.6 
eee 2.07 .3 121.7 
as nsenes 218.1 123.5 
September....... 225.2 124.3 
October......... 201.7 120.8 
November....... 151.1 110.4 
December....... 153.8 110.5 
1930 
| eee 156.3 110.2 
February........ 165.5 109.9 
a eee 172.4 109.2 
rere 181.0 II1.I 
re 170.5 108.0 
Ri ieuatsavens 152.8 101.8 
See 149.3 103.1 
eee 147.6 98.4 
September....... 148.8 101.1 
eee 127.6 95-4 
November....... 116.7 94.1 
December....... 109.4 89.0 
1931 
eee 112.3 89.6 
February........ 119.8 89.3 
a ee 121.6 89.4 
eee 109.2 85.1 
EE er 98.0 76.8 
icin la te abled 95-1 77.8 


141.2 


Germany 
329 


135-4 
130.0 
129.4 
129.5 
124. . 
127. 
124. 
123. 
121. 
114. 
109. 
105. 


NO AU HUY BP 
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75: 
78. 
83. 
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76.1 
69.6 
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ewe euneile 79.2 133.5 
ee 95-5 73.8 130.5 
September....... 81.7 67.2 115.5 
| eee 69.7 75-6 106.9 


Source: Federal Reserve Bulletin. 


(d@) MERCHANDISE EXPORTS FROM THE 
UNITED STATES? 


Cin Millions of Dollars) 
Percentage Percentage 
Decline Decline 
1929 «1930: fromig2g 1931 from 1929 
po, Sree 488 411 15.7 250 48.7 
February......... 442 349 21 224 49-3 
ee 490 370 24.5 236 51.8 
eee 425 332 21.8 216 48.9 
_ Sererrrer es 385 320 16.8 204 47 
Pcs snevnssees 393 295 24.9 187 52.4 
ere re 403 267 33-7 181 55 
BE, 5 ccscsevss 381 298 21.7 165 56.7 
September........ 437 312 28.6 180 58.8 
eer 529 327 38 205 61 
November....... 442 289 34.6 193 56.3 
December........ 427 275 35.6 184 57 





1 Regular trading on the Berlin Boerse suspended. 
* Including reéxports. 
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Adee, Alvey Augustus, quoted on 
recognition policy, 333 

Agricultural Marketing Act, 18 

Alexander, Albert V., British First 


Lord of the Admiralty, seeks 
Franco-Italian naval agreement, 
I2I 


American Petroleum Institute, 93 

Anglo-Austrian Bank, absorbed by 
Kredit Anstalt, 126 

Anschluss, 112, 114, 118 

Antung, occupied by Japanese forces, 
248 

Argentina, condition of budget, 46; 
depression in, 49; debt problem, 
49; revolution in, 56-57; recogni- 
tion of new government, 64; in- 
creases tariff rates, 300 

Armaments, limitation of, 3003 
Hoover-Laval statement on, 221; 
Senator Borah on, 223; prepara- 
tion for Disarmament Conference 
of 1932, 232-245; problem of 
trained reserves, 233-234; prob- 
lem of publicity of war materials, 
236-237; problem of supervision, 
237-238; “escape” clauses in 
treaties, 238-241; holiday in arma- 
ments proposed, 241-242; dis- 
cussed in President Hoover’s mes- 
sage, 350 

Ashurst, Henry F., 337; proposes 
purchase of lower California, 300 

Australia, off the gold standard, 210 

Austria, tariff reciprocity with Hun- 
gary, 73, 78; post-war conditions 
in, 107-108; proposes union with 
Germany, 114; obtains aid from 
international banking consortium, 
127-128; French financial aid re- 
jected because of political condi- 
tions attached, 130-131; obtains 
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loan from Bank of England, 131; 
remains nominally on gold stand- 
ard, 210 

See also 
union 

Austrian National Bank, aids Kredit 
Anstalt, 124 

Austro-German customs union, 308; 
announcement of, 111; effects on 
European relations, 107-122 


Austro-German customs 


Balfour Note, 161 

Bank for International Settlements, 
170-171, 179, 2213; organizes 
consortium to aid Austria, 127- 
128 

Bank of England, aid to Austria, 
120; raises discount rate, 186; ob- 
tains Franco-American loan, 186; 
drain of gold from, 194 

Bank of France, extends credit to 
Bank of England, 186; increase 
in gold holdings, 214 

Bank rates, high and low, in world 
centers, 36 

Bark, Peter, 126 

Barnes, Julius H., views on busi- 
ness conditions, 7 

Basle, meeting of Young Plan Ad- 
visory Committee at, 221. See also 
Wiggin Committee 

Belgium, tariff agreement with neigh- 
boring countries, 72; share in 
German reparations, 147; main- 
tains gold standard, 210 

Benes, Eduard, Czechoslovakian For- 
eign Minister, opposes Austro- 
German customs union, 117-119 

Blum, Léon, supports German mora- 
torium, 169 

Boden Kredit Anstalt, absorbed by 
Kredit Anstalt, 125 


Bolivia, condition of budget, 45, 46; 
effect of decline in prices of tin, 
47; in default on debt, 48; revo- 
lution in, 53; recognition of new 


government, 64; 
Paraguay, 355 
Boncour, Paul, quoted on disarma- 
ment, 237 

Borah, William E., interviewed by 
French journalists, 223 

Bounties, encourage sugar produc- 
tion in Europe, 80 

Boycott, Chinese, of Japanese goods, 
321 

Bradbury, Lord, 187 

Brazil, condition of budget, 46, 47; 
Niemeyer Report, 45, 51; effects 
of decline in coffee prices, 50; ex- 
periment in coffee valorization, 
50; in default on debt, 50-51; 
revolution in, 53; recognition of 
new government, 65 

Briand, Aristide, 303, 305, 320; 
views on Austro-German relations, 
111; plan for European union, 
113; assists in moratorium negoti- 
ations, 166; at London confer- 
ence, 176; acts in Sino-Japanese 
dispute, 265, 322, 323, 326, 327; 
visits Berlin, 315; text of invita- 
tion to the United States Govern- 
ment to join League Council in 
considering Manchurian dispute, 


dispute with 


344 

British Metals Corporation, 97 

Bruening, Heinrich, 301, 315, 320; 
visit to Chequers, 141, 307; at 
London conference, 176, 309; 
visits Rome, 312 

Bryan, William Jennings, recognition 
policy in case of Mexico, 68 

Buresch, Karl, Austrian Prime Min- 
ister, 306-307 

Burtness, Olger B., 25 

Butler, Smedley D., General, 299 


California, restriction of oil output 
by, 93 

Canada, gold standard in, 210; em- 
bargo on Russian imports, 300; 
Saint Lawrence waterway, 352; 
fisheries treaty with the United 


States, 357; imposes high duty on 
American magazines, 308, 311, 
313 

Castle, William R., Jr., 123; on 
State Department's attitude  to- 
ward Cuban insurrection, 67 

Cerro. See Sanchez Cerro 

Chamberlain, Sir Austen, 234 

Changchun, occupied by Japanese 
forces, 248 

Chang Hsueh-liang, Marshal, 271 

Chile, 299; condition of budget, 46, 
47; economic crisis in, 51; de- 
clares moratorium on foreign debt 
service, 51; revolution in, 53; 
recognition of new government, 
66; copper production curtailed, 
97; nitrate cartel, or Cosach, 
formed, 99 

China, decline in trade attributed to 
silver situation, 27; extraterritori- 
ality problem, 301. See also Man- 
churia 

Chinchow, bombed by Japanese air- 
planes, 254 

Chinese Eastern Railway, 264 

Coffee, restrictions by Brazil on mar- 
keting, 69; price recessions, 84; 
Brazilian ‘‘defense’’ or valorization 
schemes, 85; financial and eco- 
nomic results, 86; exchange of 
coffee for American wheat, 88; 
destruction of surplus, 88 

Colombia, budget data, 46, 47; bene- 
fited by Brazilian coffee control, 
86; petroleum production in, 92 

Commission of Enquiry for European 
Union, 70, 109, 300 

Communists, strength of, in Ger- 
many, 105 

Compafiia de Salitre de Chile. See 
Cosach 

Conference for Concerted Economic 
Action, seeks tariff truce, 70 

Congress, Seventy-first, political com- 
plexion, 15; economic philosophy 
of, 16, 18; important legislative 
measures, 18 

Copper, price “pegged” in 1929-30, 
97; decline in consumption and 
collapse of prices, 97; efforts to 
curtail output by international 
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action, 97; demand for a tariff 
on, 98 

Copper Exporters, Inc., becomes in- 
ternational cartel, 96 

Cosach, organization of, 59, 99 

Costa Rica, budget data, 47; Cabi- 
net upset in, 53 

Cuba, budget data, 46, 47; depressed 
by low price of sugar, 52; emer- 
gency taxation, 52; revolution in, 
53, 60; American attitude toward 
attempts to control sugar produc- 
tion, 80-84; no American inter- 
vention, 301 

Cunliffe Committee, 186 

Curtius, Julius, German Foreign 
Minister, visit to Vienna, 110; 
visit to Chequers, 143, 307; at 
London Conference, 176, 3093 
visit to Rome, 3123; resignation, 
320 


Danzig Corridor, and Franco-Ger- 
man understanding, 223, 229 
Darmstaedter und Nationalbank, 
failure of, 174 

Dawes, Charles G., American ambas- 
sador to Great Britain, acts in 
Sino-Japanese dispute, 265, 268 

Dawes Plan. See Reparations 

Debuchi, Katsuji, Japanese ambassa- 
dor to the United States, discusses 
Manchurian affair with Secretary 
Stimson, 251 

Denmark, tariff agreement with 
neighboring countries, 72; sus- 
pends gold standard, 196, 210 

De Oca, Montes, 300 

Depression, effects on foreign rela- 
tions, 1; President Hoover's views, 
3; evolution of American opinion 
on, 1; deepening of, during 1931, 
29; general view of effects, 38-42 

Diario de la Marina, quoted, 67 

Disarmament. See Armaments, limi- 
tation of 

Dollar, speculative attacks on, 200 

Dominican Republic, revolution in, 
53 

Doumer, Paul, President of France, 
196, 305 


Dow-Jones stock-market averages, 9, 
I 

Sane traffic, international regulation, 
310 

Drummond, Sir Eric, 265 

Dumping, Russia charged with, 304 

Dutch East Indian Planters Associa- 
tion, 90 


East Indies, British, 89, 90 

East Indies, Dutch, 90, 100 

Ecuador, budget data, 46, 47; revo- 
lution in, 53 

Edge, Walter E., American ambas- 
sador to France, participates in 
moratorium negotiations, 166, 169 

El Salvador, budget data, 46; revo- 
lution in, 53 

Embargoes, Congress urged to en- 
act, 24, 25; Treasury Department 
policy, 308; by Brazil, 313 

Ender, Otto, Austrian Prime Min- 
ister, resignation, 306 

Ersatz-Preussen, 235 

Extraterritoriality. See China 


Federal Farm Board, creation, 19; 
operations, 20; opposes export 
quotas for wheat, 78 

Federal Oil Conservation Board, 93 

Federal Reserve banks, join interna- 
tional banking consortium to aid 
Austria, 128; extend credit to 
Bank of England, 186; with- 
drawals of gold from, 200 

Filipinos, California seeks exclusion 
of, 23 

Finland, suspends gold 
197, 210 

Fisheries, treaty with Great Britain, 
301; treaty with Canada, 357 

Flandin, Pierre Etienne, French Min- 
ister of Finance, assists in mora- 
torium negotiations, 166 

Forbes, William Cameron, American 
ambassador to Japan, informed 
that Japanese will not attack Chin- 
chow, 269, 325 

Foreign loans, decline in, in United 
States, 32, 33; borrowing by Latin 
American countries, 47-51; de- 


standard, 
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faults, 48, 49, 51; borrowings by 
Germany, 135-139, 145, 153 
Foreign trade, decline of American 
exports, 11, 32, 363 

France, opposes Austro-German cus- 
toms union, 121; naval dispute 
with Italy, 121, 302; attaches po- 
litical conditions to Austrian loan, 
130; stake in German reparations, 
145-153; private loans to Ger- 
many, 151-152; loan policy dis- 
cussed, 159-161; reaction to 
Hoover moratorium proposal, 166- 
171; attitude toward German short- 
term debt problem, 175-176; need 
of understanding with United 
States, 205-207; plans to support 
gold standard, 207-209; attitude 
toward disarmament and security, 
221-225, 233-245; invokes Kel- 
logg Pact in Manchurian dispute, 
257 


Francois-Poncet, André, assists in 


moratorium negotiations, 166-167 


Geneva, selected as meeting place of 
World’s Disarmament Conference, 
306 

Germany, tariff reciprocity with 
Hungary and Rumania, 73, 78; 
elections of 1930, 104-106; pro- 
poses union with Austria, 112- 
117; Customs-union negotiations 
(see Austro-German customs 
union) ; crisis of May-June, 1930, 
132-136, 153-155; weakness of 
national economy, 133-139; budg- 
etary difficulties, 139-143; emer- 
gency decrees, 141-143; appeal to 
creditors, 143-144; public and 
private indebtedness, 145-153; 
granted moratorium on _ repara- 
tions, 162-172; post-moratorium 
crisis, 172-174; London confer- 
ence on private debts, 174-179; 
“standstill” agreement, 179-183; 
remains nominally on gold basis, 
210; invokes relief provision of 
Young Plan, 220-221; invokes 
Kellogg Pact in Manchurian dis- 
pute, 257 


Gibson, Hugh, American ambassador 
to Belgium, member of Prepara- 
tory Commission for Disarmament 
Conference, 238 

Gilbert, Prentiss B., represents 
United States at meeting of League 
Council, 257-258; reply to invi- 
tation extended to him by Briand, 
345-346; instructions from Secre- 
tary Stimson, 346; statement on 
taking seat with League Council, 
346-347 

Gilbert, S. Parker, criticises German 
financial policy, 140; consulted re- 
garding moratorium on _ repara- 
tions, 163 

Gold, abnormal movements, 33-36; 
withdrawals from Germany, 106, 
132-133, 153-155, 172-174; with- 
drawals from Great Britain, 185— 
186, 193-194; European scramble 
for, 196-199; withdrawals from 
United States, 200; international 
gold movements, 213-215; report 
of Gold Delegation to League of 
Nations, 212 

Gold standard, suspended by Great 
Britain, 194; suspended by other 
countries, 196-197, 209-211; 
Hoover-Laval statement concern- 
ing, 207; gold exchange standard, 
211-212, 215 

Grandi, Dino, Italian Foreign Min- 
ister, at London Conference, 176; 
proposes armaments truce, 242; 
visit to Berlin, 321; visit to 
United States, 325; text of Stim- 
son-Grandi statement, 342-343; 
President Hoover's reference to 
visit, 352-353 

Great Britain, proposes uniform 
tariff reduction by various coun- 
tries, 72; turns to protectionism, 
73; attitude toward Austro-Ger- 
man customs union, 120; financial 
crisis of July-September, 1931, 
184-194; weakness of British 
economy, 186-190; effects of Mac- 
millan and May reports, 187-192; 
fall of labor government, 193; 
creation of National ministry, 
193; loan obtained in New York 
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and Paris, 193, 194; suspends 
gold standard, 194; attitude to- 
ward disarmament, 234-236, 244; 
invokes Kellogg Pact in Man- 
churian dispute, 257 

Greece, share in German reparations, 
147 

Guatemala, revolution in, 53; boun- 
dary dispute with Honduras, 355- 
356 

Guggenheim, Harry F., Ambassador 
to Cuba, 67 

Gulf Oil Corporation, 95 


Haiti, Cabinet overturn in, $3; 
American program in, 354 

Hankow, China, 309 

Hanson, G. C., 319 

Harding Administration, attitude to- 
ward the League, 227-228 

Harrison, George L., 163 

Henderson, Arthur, British Secretary 
of State for Foreign Affairs, atti- 
tude towards Austro-German cus- 
toms union, 121; seeks reference 
of question to World Court, 122, 
123; at London Conference, 176; 
seeks naval agreement between 
France and Italy, 121, 302 

Heraldo de Cuba, 52 

Herriot, Edouard, opposes German 
moratorium, 169 

Hindenburg, Paul von, President of 
Germany, promulgates emergency 
decrees, 141; letter of, to Presi- 
dent Hoover, 335 

Hitlerites. See National Socialists 

Hoarding, in the United States, 197- 
198; in Europe, 198-199 

Hoesch, Leopold von, German am- 
bassador to France, 220 

Honduras, boundary dispute with 
Guatemala, 335 

Hongkong, 309 

Honjo, General Shigeru, directs 
Japanese operations in Manchuria, 
248; refuses to recognize author- 
ity of Marshal Chang Hsueh- 
liang in Manchuria, 254 

Hoover, Herbert, views concerning 
business depression, 1-3, 13-14, 
17-18, 22; concerned over Ger- 


man crisis, 123-124, 144, 162- 
163; announces plan for mora- 
torium, 164-166; negotiations 
with France, 166-171; appoints 
delegates to London Conference 
on German private debts, 175- 
176; offers credit plan to aid 
American bankers, 201; invites 
Premier Laval to the United States, 
195-196; discussions with Premier 
Laval, 204-225; on codperation 
with the League, 229; text of 
moratorium proposal, 336-339; 
text of Hoover-Laval statement, 
340-341; text of message on for- 
eign affairs, 349-359 

Hungary, attitude toward Austro- 
German customs union, 120; tariff 
reciprocity with Germany and 
Austria, 73, 78 

Hymans, Paul, Belgian Foreign Min- 
ister, at London Conference, 176 


Ibafiez, Carlos, President of Chile, 
58, 299; forced to resign, 59 

I'm Alone, sinking of, 301 

Immigration, emergency administra- 
tive measures, 23-24 

Information, Parisian 
quoted, 196 

International Boundary Commission, 
356 

International Conference for the Abo- 
lition of Import and Export Trade 
Prohibitions and Restrictions, 71 

International Economic Conference, 
71 

International Institute of Agriculture, 
76 

International Tin Committee, 1o1 

Irigoyen, Hipolito, deposed as Presi- 
dent of Argentina, 56; character 
of his rule, 56 

Italy, opposes Austro-German cus- 
toms union, 120; seeks naval 
parity with France, 121, 302; stake 
in German reparations, 141-152; 
proposes holiday in armaments, 
241-242; invokes Kellogg Pact in 
Manchurian dispute, 257; arbitra- 
tion treaty with the United States, 


newspaper, 


[ 369 } 








299; receives apologies for re- 
marks of General Butler, 299 


Japan, share in German reparations, 
147; suspends gold _ standard, 
210m; disturbances in Diet over 
American exclusion policy, 299. 
See also Manchuria 

Java, low cost of sugar production 
in, 79-80 

Jefferson, Thomas, quoted on recog- 
nition policy, 67, 332 

Josephine K., fired upon by United 
States Coast Guard, 301 

Jugoslavia, share in German repara- 
tions, 147 


Katanga Mines, enters international 
copper cartel, 97 

Kellogg, Frank B., statement con- 
cerning American codperation with 
the League, 228 

Kellogg Pact, American support of, 
222; invoked by powers in Man- 
churian dispute, 257-258, 272 

Kenyon Bill, aimed at products of 
forced labor, passes House, 26 

Keynes, John Maynard, 187 

Kirin, occupied by Japanese forces, 
239 

Klein, Julius, views on business con- 
ditions, 9 

Korea, 313 

Kredit Anstalt, 107; in financial dif- 
ficulties, 124; brief history of, 124- 
126; government aid for, 126-131 


Lamont, Robert P., views on busi- 
ness conditions, 8, 95 

Lamont, Thomas W., 300 

Latin America, economic conditions 
in, 43-52; earliest affected by de- 
pression, 43-44; condition of 
budgets, 46-47; revolutions in, 
salient features of, 53-64; United 
States: recognition policy, 64-68; 
map, 54; defaults on debts, 49-51 

Laval, Pierre, Premier of France, 


negotiates moratorium agreement 
with Secretary Mellon, 166-171; at 
London Conference, 176; invited 
to United States, 195-196; details 
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of American visit, 196-225; text 
of Hoover-Laval statement, 340- 
341; President Hoover's reference 
to visit, 352-353 

League of Nations, aids efforts at 
economic _ stabilization, 70-72; 
Austrian reconstruction, 107—108; 
American coéperation with, 222, 
227-233; evolution of its status, 
231; Council acts in Manchurian 
dispute between China and Japan, 
250-272 

Legge, Alexander, Chairman of the 
Federal Farm Board, favors em- 
bargo on certain farm products, 
25 

Leguia, Augusto B., overthrown as 
President of Peru, 55-56 

Little Entente, opposes Austro-Ger- 
man customs union, 120 

Locarno treaties, 105, 120 

London Conference, called by Pre- 
mier MacDonald, 174-175; pro- 
ceedings and results, 177-179 

Luis, Washington, deposed as Presi- 
dent of Brazil, 58 

Luther, Hans, President of the 
Reichsbank, seeks loan in Paris 
and London, 173-174 

Luxemburg, tariff agreement with 
neighboring countries, 72 


MacDonald, Ramsay,: British Prime 
Minister, confers with Bruening 
and Curtius at Chequers, 143-144; 
calls conference in London on 
German situation, 174-175; de- 
posed by labor party, 193; forms 
new National ministry, 193 

MacKenna, Reginald, 187 

Macmillan, Lord, Chairman of Brit- 
ish Committee on Finance and In- 
dustry, 187; digest of report, 187; 
effect on British credit, 191 

Ma, Chen-sen, General, army dis- 
persed by Japanese, 264 

Machado, Gerardo, President of 
Cuba, 60; suppresses insurrection, 
61 

Malaya, 100 

Malbran, Manuel E., Argentine am- 
bassador to United States, 65, 66 











Manchuria, outbreak of trouble be- 





tween Chinese and Japanese, 246; 
occupation of important cities by 
Japanese troops, 248; dispute 
brought before the League, 250; 
early attitude of American govern- 
ment, 251-252; case debated be- 
fore the League Council, 252; 
Council resolution of September 
30, 253; Japanese airplanes bom- 
bard Chinchow, 254; United States 
invited to participate in Council 
proceedings, 256; invitation ac- 
cepted, 257; Prentiss B. Gilbert 
represents United States, 257; in- 





191; digest of May report, 191- 
192 


Mellon, Andrew W., Secretary of the 


Treasury of the United States, in 
England during German crisis, 
144; American representative at 
London Conference, 176 


Menocal, Mario G., leads revolt in 


Cuba, 60-61 


Mexico, immigration from, 23-24; 


budget data, 46, 300; recognition 
policy of American government to- 
ward, 68; declining oil output of, 
92; adopts silver standard, 102; 
Cabinet resigns, 323 






























vocation of Kellogg Pact, 257; Mills, Ogden L., on federal finances, 
\ Japan announces conditions for 4-5; confers with financiers re- 
withdrawal, 259; Council resolu- garding moratorium on _ repara- 
tion of October 24, 260-261; tions, 163 
} Japan declines to withdraw troops Montero, Juan Esteban, chosen Presi- 
} by fixed date, 263; American ulti- dent of Chile, 59 
matum of November 5, 264; Moratorium. See reparations 
\q Japanese troops occupy Tsitsihar, Mukden, occupied by Japanese 
j 264; General Dawes advises with forces, 248 
; members of Council meeting in Murray, William H., Governor of 
Paris, 265; Council provides for Oklahoma, 94 
j neutral commission to investigate Mussolini, Benito, 299; promises to 
conditions in Manchuria, 267- work with other nations for peace, 


3 268; Japanese army begins move- 313 
ment against Chinchow, 269; 
; American government seeks to re- Nanking, 309 


strain Japan, 270; misunderstand- National Bank of Belgium, 214 
4 ing between Japan and United National Credit Corporation, pro- 
\4 States, 270; Council continues posed by President Hoover, 201 
ha work of conciliation, 271-272; Nationalists, strength in Germany, 
resolution of December 10, 271; 105 
discussed in President Hoover’s National Socialists, increase in num- 
ber in Germany, 301 
Navy League, opposes disarmament 
program in United States, 244 
Netherlands Bank, 214 
Netherlands, The, tariff truce with 
neighboring countries, 72; credits 


message, 351-352 

Manganese, embargo sought on im- 
ports from Russia, 25 

Martinez, Enrique, vice-president of 
Argentina, 57; forced to resign, 


Po Parisi 7 ted to Germany, 151, 152; maintains 
atin, Farisian newspaper, quoted, gold standard, 210 
i 113 


Newchwang, occupied by Japanese 
Matsudaira, Tsuneo, Japanese am- forces, 248 y Jap 


bassador at London, at London Nicaragua, 300; American super- 

Conference, 176; represents Japan vision of elections, 353; earth- 

; on League Council, 265 quake in, 353, 354; Secretary 

May, Sir George, heads British Com- Stimson outlines Nicaraguan 
mittee on National Expenditure, policy, 306 
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Niemeyer Report. See Brazil 

Niemeyer, Sir Otto, 51 

Nigeria, 100 

Nine-Power Treaty, regarded by 
United States as violated by Japan, 
263 

Nitrates, overproduction of, 98-100; 
Chilean cartel, or Cosach, formed, 
99 

Nonni River, battle of, 323, 325 

Norman, Montagu, Governor of 
Bank of England, provides finan- 
cial aid for Austria, 131; visits 
Paris with Dr. Luther, 173 

Norway, tariff truce with neighbor- 
ing countries, 72; suspends gold 
standard, 196, 210 


Ocampo, David Samanez, Provisional 
President of Peru, 56 

Oil. See Petroleum 

Oklahoma, restriction of oil output 
by, 94 

Opazo, Pedro, succeeds President 
Ibafiez in Chile, 59; resigns, 59 


Pact of Paris. See Kellogg Pact 

Panama, revolution in, 53 

Pan-American Petroleum and Trans- 
port Company, 95 

Paraguay, dispute with Bolivia, 355 

Permanent Court of International 
Justice, 315; ruling on Austro- 
German customs union, 73 

Petroleum, demand for an embargo 
on imports of, 25, 95; overpro- 
duction, 91-95; relative impor- 
tance of producing countries, 92; 
price recession in 1931, 92; efforts 
at curtailment, 93, 94; voluntary 
restriction of imports by American 
companies, 95; demand for a 
tariff, 95 

Peru, condition of budget, 45, 46; 
effects of depression on, 48, 49; 
in default on debt, 49; revolu- 
tion in, 55, 56; recognition of 
new government, 64; oil produc- 
tion in, 92 

Petri, Francois, French Minister of 
the Budget, assists in moratorium 
negotiations, 167 


Pittman, Key, urges international 
silver conference, 26-28 

Platt Amendment, 66, 67 

Poincaré, Raymond, announces repa- 
ration policy, 161 

Poland, opposes Austro-German cus- 
toms union, 120; share in Ger- 
man reparations, 147 

Portugal, share in German repara- 
tions, 147; off the gold standard, 
210 

Preparatory Commission for the Gen- 
eral Disarmament Conference. See 
Armaments, limitation of 

Prestes, Julio, excluded from presi- 
dency of Brazil, 57, 58 

Prices, wholesale, decline of, in im- 
portant countries, 361; prices, 
security, decline of, in important 
countries, 362 

Production, decline of, in important 
countries, 31, 360 


Raskob, John J., on stock-market 
panic, 6 

Reading, Lord, British Secretary of 
State for Foreign Affairs, 320 

Recognition of new governments, 
64-68 

Regional trade agreements, 72, 73, 
109, I10 

Reichsmark, flight from, in 1930, 
106, 132; second flight from, in 
June-July, 1931, 153, 154 

Renkin, Jules, Belgian Premier, at 
London Conference, 176 

Reparations, amount due from Ger- 
many iM 1931-1932, 147-149; 
formulation of the Young Plan, 
156; American policy with regard 
to, 159, 160; French and British 
policies, 161; events leading up to 
moratorium, 162-166; President 
Hoover's announcement of mora- 
torium, 166; Franco-American 
negotiations over moratorium, 
166-169; final terms of mora- 
torium, 171; aftermath of mora- 
torium, 216-221; Germany in- 


vokes relief provision of Young 
Plan, 220 
Reynolds, Arthur, quoted, 6 
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Rhodesia, Northern and Southern, 
suspends gold standard, 197 

Rosenwald, Julius, quoted, 6 

Rothschild, House of, aid to Kredit 
Anstalt, 124 

Rubber, control of production, 69; 
aftermath of stabilization experi- 
went, 89-90 

Ruriwnia, tariff reciprocity with Ger- 
many, 73, 78; share in German 
reparations, 147 

Russia, embargo sought on manga- 
nese imports from, 25; accused of 
dumping and selling products of 
forced labor, 301; seeks to increase 
wheat output, 77-78; United 
States Court ruling on old debts, 
310 


Sackett, Frederic M., American am- 
bassador to Germany, reports to 
President Hoover, 124 

Saar Valley, 229 

Saint-Germain. See Treaty of Saint- 
Germain 

Saint Lawrence Waterway, 352 

Salamanca, Daniel, chosen President 
of Bolivia, 55 

Salisbury, L. E., 319 

Salvador. See El Salvador 

Sanchez Cerro, Luis M., President 
of Peru, 55, 56 

Sio Paulo. See Brazil and Coffee 

Schober, Johann, Austrian Foreign 


Minister, 109, 110; advocates 
Austro-German customs union, 
113 

Schwab, Charles M., quoted on 


stock-market panic, 6 

"Self-Containment,” doctrine of, 15- 
28 

Seligman, Edwin R. A., views on 
stock-market panic, 6 

Shanghai, 309 

Shell Petroleum Corporation, 95 

Shidehara, Baron Kijuro, Japanese 
Foreign Minister, 251; confers 
with military authorities, 269, 270 

Siam, 100 

Siles, Hernando, overthrown as 
President of Bolivia, 53, 55 


Silver, international conference 
sought by American producers, 
27-28; decline of price, 101, 102 

Simon, Sir John, British Secretary of 
State for Foreign Affairs, acts in 
Sino-Japanese dispute, 265 

Snowden, Philip, British Chancellor 
of the Exchequer, at London Con- 
ference, 178; statement on condi- 
tion of British trade, 193; quoted 
on depreciation of sterling, 213 

South Manchuria Railway, 246, 248, 
264 

Spain, off the gold standard, 210; 
invokes Kellogg Pact in Man- 
churian dispute, 257 

Stabilization, economic, attempts at, 
in 1930-31, 69-103 

Standard Oil Company of New 
Jersey, 95 

“Standstill” agreement. See Wiggin 
Committee 

Sterling, Ross S., Governor of Texas, 


Stewart, Walter W., American mem- 
ber of Young Plan Advisory Com- 
mittee, 221 

Stimson, Henry L., American Secre- 
tary of State, 301, 302; opposes 
official American representation 
on Bank for International Settle- 
ments, 129; confers with financiers 
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